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FINANCIAL MANAGEMENT AND BUSINESS
TRANSFORMATION AT THE DEPARTMENT
OF DEFENSE

WEDNESDAY, APRIL 18, 2012

U.S. SENATE,
SUBCOMMITTEE ON READINESS AND
MANAGEMENT SUPPORT,
COMMITTEE ON ARMED SERVICES,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:35 p.m. in room
SD-G50, Dirksen Senate Office Building, Senator Claire McCaskill
(chairman of the subcommittee) presiding.

A Committee members present: Senators McCaskill, Manchin, and
yotte.

Majority staff members present: Peter K. Levine, general coun-
sel; and Jason W. Maroney, counsel.

Minority staff members present: Pablo E. Carrillo, minority gen-
eral counsel; Lucian L. Niemeyer, professional staff member; and
Bryan D. Parker, minority investigative counsel.

Staff assistants present: Jennifer R. Knowles, Kathleen A.
Kulenkampff, and Mariah K. McNamara.

Committee members’ assistants present: Stephen Hedger, assist-
ant to Senator McCaskill;, Mara Boggs, assistant to Senator
Manchin; and Brad Bowman, assistant to Senator Ayotte.

OPENING STATEMENT OF SENATOR CLAIRE McCASKILL,
CHAIRMAN

Senator MCCASKILL. The Senate Armed Services Committee Sub-
committee on Readiness and Management Support will begin this
hearing.

This is a hearing that we do on an annual basis. Some have lik-
ened it to going to the dentist and having your teeth drilled. As I
said to the staff as I walked in, this is the kind of hearing that peo-
ple who love wonky should really gravitate towards, because this
is a subject matter that clearly is complicated, and difficult, and in
some ways tedious, but it is obviously going to take a great deal
of tenacity, which I know our military is capable of, in terms of get-
ting this right. This is our annual effort to look at the financial
management and business transformation at the Department of
Defense (DOD).

We are pleased to be joined by the Comptroller today—and I ap-
preciate that—the DOD Deputy Chief Management Officer (CMO),
and the CMOs and Chief Financial Officers (CFO) of all three mili-
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tary departments—I think we have one missing because of an in-
jury, but we understand that—and the Director of Financial Man-
aéeAIgent and Assurance at the Government Accountability Office
( ).

This witness list makes for a long witness table. In fact, we had
to change rooms to accommodate all of you. However, with both the
CMOs and the CFOs present, we have the full range of senior offi-
cials responsible for DOD financial management and business
transformation before us at one time. This would not have been
possible as recently as 5 years ago because DOD was unable to tell
us who the responsible officials were.

I am particularly pleased by the presence of the Service Under
Secretaries today, which reflects both their personal commitment to
the issues of financial management and business transformation,
and the positive impact that our legislation establishing them as
the CMOs of their departments has already begun to show.

Welcome to all of you and thank you for your participation in
this important hearing.

Last October, the Secretary of Defense announced that he had di-
rected DOD to accelerate its schedule to achieve audit readiness for
its Statement of Budgetary Resources (SBR), moving the deadline
from fiscal year 2017 to fiscal year 2014. Secretary Panetta stated
that “we owe it to the taxpayers to be transparent and accountable
for how we spend their dollars” and acknowledged that this will re-
quire DOD to change the way it does business. I could not agree
with him more.

It will not be easy for DOD to meet the 2014 deadline. Even as
the military departments have accelerated milestones for future
years in an effort to meet the new requirement, DOD’s most recent
update on its Financial Improvement and Audit Readiness (FIAR)
plan indicates that it has fallen behind on a number of milestones
that were supposed to be achieved this year.

In the past, DOD has relied heavily on the fielding of Enterprise
Resource Programs (ERP) to achieve auditability. This approach
has always been problematic both because of DOD’s dismal track
record in fielding new business systems, and because new business
systems alone will never solve the financial management problems
without accompanying changes to business processes, internal con-
trols, and culture.

The 2014 deadline makes it difficult, if not impossible, for DOD
to continue to rely on ERPs to solve its management problems.
Senior Air Force officials have already acknowledged that they will
not be able to rely on ERPs to meet the 2014 deadline since the
three Air Force ERPs are not scheduled to be fully deployed until
2016 and 2017. The Army and Navy plan to field their core finan-
cial ERPs in 2012 and 2013—but other critical Army and Navy sys-
tems, including the Integrated Pay and Personnel System (IPPS)-
Army, Global Combat Support System (GCSS)-Army, IPPS-Navy,
and GCSS-Marine Corps—are not scheduled to be fully deployed
until 2017 or do not yet even have deployment dates established.

DOD’s inability to rely on ERPs as a cure-all for its financial
management problems could result in lasting improvements if DOD
seizes this opportunity to refocus its attention on needed changes
to underlying business processes and internal controls. If DOD con-
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ducts end-to-end analyses of its business processes, identifies need-
ed internal controls, and makes the cultural and process changes
required to implement those controls, it should be able to make
real progress towards sound financial management even before the
fielding of new ERPs.

If, on the other hand, it relies on one-time fixes and manual
work-arounds in an effort to meet the 2014 deadline, it could spend
significant amounts of money without addressing the underlying fi-
nancial management problems. Even worse, if DOD pushes for
audit reviews before its systems and processes are ready, it could
spend huge sums to hire an army of auditors without moving any
closer to a long-term solution.

I hope we will hear a commitment from our witnesses today to
focus on needed changes to DOD’s business systems and culture
and to avoid a short-term fix that could delay rather than expedite
the real objective of developing timely, accurate data on which
sound management decisions can be based.

If we fail to address this issue, DOD will remain at risk of send-
ing the wrong paychecks to soldiers in the field, wasting taxpayers’
money on improper payments and overdue bills, being unable to ac-
count for billions of dollars in funding, and making critical manage-
ment decisions on the basis of unsupportable financial information.
Sound business processes and good data are critical to our efforts
to provide efficient management, save money, and ensure account-
ability at DOD. We simply have to do better.

I now will turn it over to Senator Ayotte for a statement, if she
would like to make any opening remarks.

STATEMENT OF SENATOR KELLY AYOTTE

Senator AYOTTE. Thank you very much, Madam Chair.

I want to welcome our witnesses for being here today and thank
them for their hard work.

This is our annual hearing on the defense financial management
and business transformation in as many years, and I commend
you. I want to commend the chairman for continuing to make bet-
ter financial stewardship at DOD a significant and major priority
for this important subcommittee.

Today’s hearing drives at the heart of the fiscal crisis we face as
a Nation: how the Federal Government spends taxpayers’ dollars.
We must closely scrutinize spending at every Federal agency, in-
cluding DOD, to identify and eliminate waste and duplication.
However, as I have said in the past, we must ensure that budget
cuts at DOD do not undercut our warfighters or endanger our read-
iness for future contingencies. To distinguish between necessary
budget cuts and cuts that would harm our troops and damage mili-
tary readiness, we must have reliable financial data and effective
business processes and systems. Every wasted dollar is a dollar we
deprive our warfighters of as they seek to protect and defend our
country.

A recent finding by GAO illustrates how important it is to reform
financial management at DOD and how DOD does business. Ac-
cording to the GAO report released just last month, the total acqui-
sition costs of DOD’s 96 largest weapons procurement programs
grew by over $74 billion, or 5 percent, just over last year’s
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amounts. In the midst of our Nation’s fiscal crisis and tightening
defense budgets, we can—and must—do better.

One specific area of financial management that should be re-
formed relates to the proliferation of requests to transfer funds
among defense accounts. I appreciate that DOD needs the budg-
etary flexibility to respond to emergent, higher-priority needs for
our warfighters engaged in hostilities. But we have been seeing a
migration of funds for new, unauthorized programs not tied to the
war and a frenzy in the last 30 days of the fiscal year to spend tax-
payers’ funds before they expire, regardless of the urgency of the
requirements that the money is being spent on. Neither of these
trends are conducive to a healthy, transparent financial manage-
ment system and must be addressed in an era of declining defense
budgets.

To his credit, shortly after taking office, Secretary Panetta ele-
vated financial management at DOD to make it a priority. Sec-
retary Panetta directed DOD to cut in half the time it would take
to achieve audit readiness of a key financial statement, the SBR.
%)fully support this goal which would achieve an audit-ready SBR

y 2014.

In fact, I introduced legislation last year that would have re-
quired by statute that DOD meet this goal. That is how important
I think it is. My proposal passed the Senate Armed Services Com-
mittee and the Senate unanimously but was, unfortunately, not in-
cluded in the final conference report. I hope we can revisit this im-
portant priority this year in the National Defense Authorization
Act (NDAA), and I certainly plan to bring this forward.

From our witnesses, I would like to hear their assessments of
whether each of the Services is on track to meet the 2014 goal. 1
am particularly interested in getting an update on the Air Force’s
progress on this because we know that the Air Force has had some
difficulty on this particular aspect of meeting the audit readiness
goal of 2014 for the SBR.

I am also interested in hearing about DOD’s efforts to ensure
that steps being taken now to achieve auditability will be repeat-
able in future years. Spending billions of dollars for a one-time ef-
fort to achieve auditability that cannot be used in the future makes
absolutely no sense. We want to be able to use this information
year-to-year and make it valuable for you. Such a short-sighted ap-
proach would waste billions of dollars and not solve DOD’s longer-
term financial issues.

While much work remains to achieve the ultimate goal of full
audit readiness for 2017, DOD has achieved some encouraging
progress, and I want to commend you for that. Notably, some of
DOD components, including the Army Corps of Engineers, have re-
ceived clean audit opinions. By contrast, the Marine Corps received
a qualified audit opinion of its SBR from the DOD Inspector Gen-
eral (IG). It is imperative that those DOD components work toward
clean opinions like the Marine Corps. We would like to see, of
course, across the Services, that we leverage the lessons learned
from other organizations within DOD that have succeeded to make
sure that every branch succeeds.

In testimony before Congress over the last few months, the DOD
IG has maintained that three problem areas must be resolved be-
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fore DOD will be able to meet its audit readiness goals in 2014 and
in 2017. They include: the quality of DOD’s financial management
data, weaknesses within its internal controls, and implementation
of its ERPs. I agree with the DOD IG’s overall observation and
would certainly like our witnesses to address each of these areas.

One area I would like to focus on is the DOD’s procurement of
ERP systems, automated systems that, as the chair has described,
perform a variety of important business-related functions crucial to
meeting the goal of audit readiness. Both GAO and the DOD IG
have repeatedly reported that these new systems, some of which
cost billions of dollars to develop and deploy, lack elements that are
critical to producing auditable financial statements such as a
standard set of accounts that match the United States standard
general ledger. This requires manual work-arounds which in-
creases the risk of human error and further degrades the quality
of DOD’s financial management data.

DOD must successfully reengineer its inefficient business proc-
esses and implement these ERPs in a way that allows it to realize
their intended benefits. Otherwise, it will do little else than line
the pockets of the contractors hired to integrate these ERPs into
DOD and will not reach our goal of achieving audit readiness.

With a $1.3 trillion deficit this year, we cannot accept the status
quo with respect to DOD or anywhere in our Federal Government.
With at least $487 billion and up to a trillion in defense reductions
being looked at by this committee and by Congress and perhaps
implemented over the next decade, we cannot afford to do without
the reliable financial management data needed to help us distin-
guish between defense budget cuts that are necessary and those
that may endanger our national security.

Madam Chair, clearly there is much to discuss today, and so I
thank you so much for convening this hearing. Again, I want to
thank the witnesses for being here.

Senator MCCASKILL. Senator Manchin, would you like to make a
comment?

Senator MANCHIN. I am ready for the witnesses.

Senator MCCASKILL. Great. Let me go through the list of wit-
nesses and then I will defer to each of you to decide who wants to
testify on behalf of each Service. I certainly would want to start
with Robert F. Hale, the Under Secretary of Defense, Comptroller.
But we have here today from the Air Force, Mr. David Tillotson III,
who is the Deputy CMO of the Air Force, and the Honorable Jamie
M. Morin who is Assistant Secretary of the Air Force of Financial
Management and Comptroller. We have from the Army, the Honor-
able Mary Sally Matiella, Assistant Secretary of the Army, along
with the Honorable Joseph W. Westphal, the CMO for the Army.
We have Elizabeth A. McGrath who is the Deputy CMO at DOD.
From the Navy, we have the Honorable Robert O. Work, the CMO
of the Navy, along with the Honorable Gladys J. Commons, the As-
sistant Secretary of the Navy. From GAO, all by himself, we have
Mr. Asif A. Khan, the Director of Financial Management and As-
surance for GAO.

I thank you all for being here, and I will defer to you, Secretary
Hale, to begin this process and then to defer to your colleagues in
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whatever order you think is appropriate for us to move through the
various branches for their testimony.

STATEMENT OF HON. ROBERT F. HALE, UNDER SECRETARY
OF DEFENSE (COMPTROLLER)

Mr. HALE. Chairman McCaskill, Senator Ayotte, Senator
Manchin, members of the subcommittee, let me thank you for the
opportunity to talk about improvements in defense financial man-
agement, in particular audit readiness. Let me say at the outset
this issue is important to me. If that makes me a wonk, well then,
so be it. It is something we need to do. I know that and I think
everybody at this table agrees.

Ms. McGrath and I have submitted a joint statement and we will
now summarize it jointly for you.

It has been 8 months since our last status report. In that time,
we have continued efforts across DOD. The job is not done, I think
GAO’s report makes that clear. But I believe we are on the right
track. I think we are making progress and at a faster rate, and I
am reasonably confident that we will meet our goals.

This audit effort is important for two reasons. First, we need a
clean audit to ensure that managers have accurate financial infor-
mation to make these important decisions. But second—and I think
the most important thing—we need to reassure the public and Con-
gress that we are good stewards of the public funds.

Today we can account for funds appropriated to us but not to an
auditable standard. To reach that goal, more than 2 years ago, we
put in place a new focused strategy. The strategy concentrates first
on the information that defense managers most use to manage
budgetary information and accounts and determine location of as-
sets. That strategy has been endorsed by GAO. It is supported, I
believe, at all levels of DOD.

We also have in place a governance structure and you have be-
fore you today many of the senior leaders who provide that govern-
ance. Despite lean budget times, we have put aside adequate funds
to meet audit needs throughout our 5-year budget planning period.
Now we need to execute. We have to carry out that strategy, and
I think it is happening.

Let me highlight a few of our accomplishments over the last
year. I will focus on DOD-wide accomplishments because I want to
leave to my Service colleagues the many activities that they have
undertaken.

The key event in the last year was clearly Secretary Panetta’s
personal endorsement of the audit effort. At that time, he acceler-
ated to 2014 our goal for the SBR for general funds. His endorse-
ment has been a game-changer. It has opened doors I never ex-
pected to be opened, and we need to find ways to leverage that en-
dorsement in every way we can. I brief him periodically at his staff
meetings, and although a lot of things, from Syria to North Korea
are on his mind, he always focuses when I bring up this topic.

As more field level managers become involved, we are moving to
tell them what needs to be accomplished. The Services have al-
ready done a lot. They are in the process of sending out now a
checklist to all our commanders that lists the basic actions that
they need to take.
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We are also developing a course-based certification program for
defense financial management professionals. One of the goals of
that is to improve audit training. Since our program was last an-
nounced, we have made a fair amount of progress. We will have pi-
lots out this year, large-scale implementation next year. We are
grateful to Congress for providing the legislative authority that we
needed in the NDAA for Fiscal Year 2012.

We have also introduced a specific training program in audit
readiness and more than 1,000 DOD personnel took that program
last year.

We are working to ensure that the defense agencies have effec-
tive programs leading to auditability of their SBRs. These agencies
account for almost 20 percent of our budget. We will never be
audit-ready without them, and so we need to bring them along with
the military departments.

We have also worked to ensure that the agencies that provide
needed services are pursuing audit efforts. The Defense Finance
and Accounting Service (DFAS) is particularly important, but the
list of key service providers includes the Defense Logistics Agency,
the Defense Contract Management Agency (DCMA), the Defense
Contract Audit Agency (DCAA), and others.

We are partnering with other key functional areas. Here is one
case where Secretary Panetta’s endorsement has helped a lot to get
other senior personnel involved. Our human resources personnel,
for example, are working to help us solve audit issues in their
areas, including some of those highlighted by GAO in their recent
audit of Army military personnel.

The efforts are bearing fruit. You mentioned some audits that we
have already achieved. The Army Corps of Engineers, DFAS, the
Defense Commissary Agency (DeCA), the DCAA, all have audit
opinions. The Defense Information Systems Agency recently
achieved a clean opinion on $6.6 billion of their working capital
funds. The TRICARE Management Activity received an unqualified
opinion on last year’s statements.

There have also been many key Service-specific initiatives, and
I want to leave them to my colleagues.

To achieve and sustain financial management improvement, we
have to change our business practices. We are with you there and
we are doing it. But we need better financial systems as well, espe-
cially to sustain this effort at a reasonable price.

So let me now ask Beth McGrath, the DOD’s Deputy CMO, to
complete our joint oral statement by describing our system efforts.

STATEMENT OF HON. ELIZABETH A. MCGRATH, DEPUTY CHIEF
MANAGEMENT OFFICER, DEPARTMENT OF DEFENSE

Ms. McGRATH. Thank you.

Like Mr. Hale, I appreciate your personal engagement in, and
oversight of, these important issues.

Like the private sector, DOD is focused on smarter, leaner,
knowledge-based management and optimization of both processes
and technology. Our efforts to improve financial management and
achieve auditability are part of this broader effort to improve our
business operations and deliver maximum value to the warfighter
and the taxpayers.
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Since we last testified before this panel in July of last year, we
have taken a number of steps to improve our overarching business
environment. Our strategic management plan reflects business ini-
tiatives, including audits, each with specific goals, metrics, and
milestones so that progress may be tracked. To enable the success-
ful execution of these initiatives, we have developed a map which
highlights interdependencies among them.

Additionally, we continue to evolve the business enterprise archi-
tecture by further defining across functional and end processes,
adding additional standards that enable interoperability, and im-
prove usability.

With regard to systems, we acknowledge that there have been
and continue to be challenges with many of our business system
implementations. However, to improve business operations, we
must transition away from labor-intensive, paper-based, siloed
processes to more streamlined technology-enabled approaches.

In that regard, I wish to highlight a number of ongoing efforts.

Our streamlined approach to acquisition of business information
technology continues to be implemented across DOD. We are imple-
menting and have implemented better and more performance-based
measures that monitor system development and implementation
progress.

We continue to emphasize business process reengineering for
every business system that is seen before the Defense Business
Systems Management Committee. We have greater connectivity to
the overarching information technology (IT) infrastructure that en-
ables the most efficient and secure execution of DOD’s IT missions.

We have also employed tighter controls on spending, that both
limit the government’s liability on poor-performing programs and
also enable IT rationalization through portfolio-based analysis. To
that end, we appreciate the inclusion of section 901 of the 2012
NDAA, enabling integrated governance for our entire portfolio of
business systems for a single investment review board.

In summary, DOD continues to pursue and adopt a mission-
focused, outcome-driven business management culture of contin-
uous change and improvement.

We look forward to your questions.

[The joint prepared statement of Mr. Hale and Ms. McGrath fol-
lows:]

JOINT PREPARED STATEMENT BY HON. ROBERT F. HALE AND HON. ELIZABETH A.
MCGRATH

Chairman McCaskill, Senator Ayotte, and members of the subcommittee, thank
you for the opportunity to provide you with an update on our efforts for improving
financial operations at the Department of Defense (DOD).

It has been approximately 8 months since our last status report to this sub-
committee. In that time, we have continued to solidify plans and to make progress
in financial management across the entire Defense organization. The job is not yet
done, and there are still major challenges that we face, as highlighted in recent Gov-
ernment Accountability Office (GAO) reports, but we are confident that we are on
the right track.

There are two critical reasons for striving to make DOD as efficient and effective
as possible. One is to ensure that America’s service men and women have every-
thing they need to defend the United States and its interests around the world. The
other reason is to satisfy our duty as stewards of the resources entrusted to us by
the taxpayers.
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Today, DOD is able to account for the funds that are appropriated for its use by
Congress, but—unlike most other government agencies—we cannot yet account for
those funds to an auditable standard. The explanation has much to do with the
unique size and mission of DOD and its elements. Moreover, until fairly recently,
there has been neither sustained attention nor a DOD-wide plan that could be im-
plemented. Today we have both and are moving forward, as you should expect. As
the people’s elected representatives, you are entitled to know that DOD strives to
meet the same exacting standards for financial management as other major govern-
ment organizations.

SETTING THE FOUNDATION

Achieving this important objective at DOD is no routine task. It requires an enter-
prise-wide response and an effective strategy. Initially, DOD’s approach varied by
Military Service and often concentrated on improving the kind of information that
is helptul in managing a private sector company—that is, the “book value” of assets.
In fact, this sort of information is of very limited value in meeting the daily informa-
tional needs of DOD managers. As a result, in August 2009, we revised our audit
strategy to focus on the financial information that is actually needed by Defense
managers. It puts priority on: (1) improving the quality, accuracy, and reliability of
budgetary information; and (2) confirming the numbers and locations of assets.

This change has been endorsed by the Government Accountability Office, among
others, and 1t has led to improved buy-in at all levels in the Department. Managers
at DOD now see that audit readiness has day-to-day implications for their work. To
ensure the adoption of a consistent approach to auditability, we have issued clear
guidance indicating how to assess and improve processes and controls and how to
maintain needed documentation.

As appreciation for the value of auditability has spread throughout our organiza-
tion, there is recognition that it requires an investment in resources. Despite leaner
budgets, the Department now plans to sustain the required level of resources each
year over the next 5 years to improve business operations—providing the appro-
priate levels of training, tools and support—that will allow us to achieve and sustain
auditable financial statements.

In addition, we have a governance structure in place that is keeping the attention
of senior leaders focused on business and financial management improvement. We
recognize that our governance process needs to focus more on specific progress and
must hold individuals accountable for that progress. Each of the Defense compo-
nents is committed to specific outcomes for their respective plans, and we are re-
quiring the same of service providers who support auditability. Those goals will be
used to hold executives accountable at all levels. We will continue to use outside
auditors to verify progress. Leveraging this senior leadership commitment will
strengthen our current governance process and ensure both accountability and long-
term continuity.

MAJOR ACCOMPLISHMENTS DURING THE PAST YEAR

Secretary Panetta’s direct engagement on this issue has been one of the most sig-
nificant developments of the past year. In October, he issued a directive stating that
the achievement of auditable financial statements “is a priority for me and will be
an ‘all hands’ effort across the Department.” Even more important, he has made it
clear that the current lack of auditable statements is unacceptable.

Last fall—in his first appearance before the House Armed Services Committee—
Secretary Panetta also directed the Department to accelerate the time needed to
achieve audit readiness for the Statement of Budgetary Resources for general funds
so that “by 2014 we will have the ability to conduct a full-budget audit.” He added,
“I've directed the DOD Comptroller to revise the current plan within 60 days to
gleet these new goals and still achieve the requirement of overall audit readiness

y 2017.”

This leadership commitment from the highest level of DOD is setting the tone and
accelerating audit readiness of the Statement of Budgetary Resources. Plans to sig-
nificantly accelerate our efforts have been developed and are underway. Auditability
is now a goal that every commander, every manager, and every functional specialist
must understand and embrace to improve efficiency and accountability within DOD.

Following the Secretary’s lead, the Service Secretaries and Chiefs of Staff of the
Military Services have committed themselves to specific near-term goals in support
of their plans for achieving auditable financial statements. Their commitment is
mirrored in major commands.

For example, General Gary North, Commander of Pacific Air Forces (PACAF),
said it well in a memorandum to his command in March. He wrote, “The Air Force’s
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ability to undergo and obtain a clean audit opinion of our financial statements is
a direct reflection of how well we manage the entire Air Force.” He added, “PACAF/
Financial Management will take the lead and develop Audit Readiness Working
Groups within PACAF with the objective of developing internal and management
control programs to assist the base level functional areas achieve audit readiness.”

In September, the Commander of Naval Air Systems included a similar message
among his Commander’s Intents. Key actions include the need to “standardize fi-
nancial processes in accordance with the Navy’s Financial Improvement Program to
provide accurate and auditable information that supports program execution deci-
sions.”

Secretary Panetta and Deputy Secretary Carter have reviewed these and similar
commitments across DOD and are holding senior leaders accountable—both civilian
and military—for progress against those plans. In addition, Senior Executives in
every area now have audit goals in their individual performance plans and annual
evaluations, and we are working to include these goals in General and Flag Officer
performance plans as well. This helps to ensure that everyone under their leader-
ship will understand that better control over financial resources has a significant
effect on mission success and that everyone has a role to play in this process.

We are working very hard to fulfill the Secretary’s pledge. We are reasonably con-
fident that we can meet his expectations and yours.

PROVIDING NEW TOOLS AND TRAINING TO THE FIELD

The Military Departments and Defense Agencies have the lead in reaching
auditability, and they are all taking action to make that happen. Their senior rep-
resentatives are with us today, and we won’t repeat their individual messages.

We are also taking proactive steps DOD-wide. For example, we are providing our
commanders with an Audit Readiness Checklist which is providing Defense man-
agers with a tool akin to the operational readiness checklists employed by military
commanders. It provides leaders with a definitive list of questions to help ensure
that their organizations have the records needed for sound resource decisions and
to make certain that the Department has the records to succeed in coming audits.
The checklist provides commanders with the basic actions an organization should
take to determine whether they are audit-ready and to identify areas for improve-
ment, if needed.

The checklist also helps commanders to assess the efficiency of their organizations
and to validate how well each function performs. For example, current evidence
shows widespread weakness in providing support for our cost information. We un-
derstand that unless we can prove the soundness of our financial decisions, funding
could be at risk. The checklist provides actions a Defense organization can use to
prove that its financial information is accurate. With each command giving the man-
agement of money the same attention it gives to other important assets, the Depart-
ment can achieve Secretary Panetta’s audit readiness goal. Our current culture al-
ready values operational or mission readiness. We need a similar view of our busi-
ness readiness—one that highlights efficiency and resource stewardship—in every
field organization.

Another important DOD-wide development is the progress we have made in insti-
tuting a course-based certification program for Defense financial management pro-
fessionals. We announced our plans last year, having in mind a certification pro-
gram similar to the one in the Defense acquisition community. Since our announce-
ment, we have developed a framework for the program and carried out the many
steps necessary to bring it to reality. We intend to introduce pilot versions of the
program for several components this year, with large-scale implementation begin-
ning next year.

We have support for the program across the Department, and Congress has indi-
cated its support by providing the necessary legal authority in the National Defense
Authorization Act for Fiscal Year 2012. We thank you for this sign of approval and
encouragement.

We also have made significant progress in training both financial managers and
nonfinancial managers on the importance of audit readiness. We are reinforcing
these lessons through a partnership with private sector auditors who are experi-
enced in financial audits. We are using examination engagements that are an inte-
gral part of our audit readiness methodology to familiarize DOD personnel with the
requirements for audits. These examinations are essentially small-scale or “mock”
audits of single business processes. The audit firms performing these engagements
employ the same procedures used in an actual audit, but on a smaller scope and
scale. These exercises provide our employees with experience that is otherwise dif-
ficult to gain.
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In addition, the DOD Financial Improvement and Audit Readiness (FIAR) Direc-
torate has developed a series of professional development training courses designed
to enhance Department-wide knowledge and understanding of goals and priorities,
as well as instructions to become audit-ready and to reinforce the Department’s in-
ternal control over financial reporting requirements. In fiscal year 2011, nearly
1,000 DOD personnel received this training. Additional professional development
courses have been added since, including “FIAR 100” which focuses on training
DOD senior leaders, enabling them to understand the impact of operations on finan-
cial management and audit readiness, as well as to identify initiatives they can un-
dertake to assist the Department with its auditability objectives.

MAKING PROGRESS

All of these efforts have contributed to sustaining positive audit opinions as well
as breaking new ground since we last spoke with this committee:

o The Defense Information Systems Agency (DISA) achieved a clean opin-
ion on their $6.6 billion working capital fund operations for fiscal year
2011, and they are moving forward with an audit of their fiscal year 2012
general fund business.

e Contract Resource Management of the Tricare Management Activity re-
ceived an unqualified opinion on its fiscal year 2011 financial statements.
e The Medicare-Eligible Retiree Health Care Fund received a qualified
opinion on its fiscal year 2011 financial statement.

e In November 2011, an examination of five business processes at the ini-
tial General Fund Enterprise Business Systems (GFEBS) Wave 1 sites ren-
dered a qualified opinion, establishing a benchmark for expanding the
Army’s audit readiness program.

e In November 2011, a commercial audit examination validated that the
iAir %%rce could successfully balance their Treasury funds at the transaction
evel.

e In January 2012, an examination validated Navy’s existence and com-
pleteness audit readiness assertion for ships and submarines, Trident mis-
siles, and satellites.

The U.S. Marine Corps will be the first Military Service to receive an audit opin-
ion on a financial statement, which will be a significant step not only for the ma-
rines, but for the entire Department. While the Marine Corps will not receive an
opinion on the fiscal year 2011 Statement of Budgetary Resources, the significant
progress made to date has led the Department of the Navy and DOD Inspector Gen-
eral to agree to move quickly to an audit of the fiscal year 2012 budget statement.

The full list of DOD entities that have received opinions and other significant ac-
complishments will be published in our semi-annual FIAR Plan Status Report. In
fiscal year 2011, for example, independent auditors issued clean opinions for De-
fense organizations totaling $110 billion in budgetary resources, an amount equiva-
lent to the budgets of nearly half of the non-Defense agencies across government.
But there is much more to be done.

BUSINESS TRANSFORMATION AND FINANCIAL MANAGEMENT

In addition to our important financial management advancements, over the past
year the Department has taken a number of steps to improve its overarching busi-
ness environment, from releasing enhanced strategic guidance for its business oper-
ations, to furthering the establishment of a performance culture through perform-
ance management and improvement practices, to delivering tangible, improved busi-
ness outcomes into the hands of our warfighters in areas such as energy efficiency,
maintenance cycle time, and in-theater business intelligence.

The Department continues to improve key enablers of its business operations, in-
cluding financial management and auditability, the Business Enterprise Architec-
ture (BEA) and defense business systems environment. The Armed Services Com-
mittees have been extremely helpful in providing the Department with tools to im-
prove these areas. We appreciate this opportunity to update you on our progress.

GOVERNANCE OF BUSINESS SYSTEMS INVESTMENTS

One significant development in the management of the Department’s defense
business systems environment is the change to the investment management process
that Congress passed as section 901 of the National Defense Authorization Act
(NDAA) for Fiscal Year 2012. In response to section 901, we are creating a single
Investment Review Board (IRB) and investment management process to review and
certify the planning, design, acquisition, development, deployment, operation, main-
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tenance, modernization, and project cost benefits of all defense business systems
that have total costs greater than $1 million across the current Future Year Defense
Program, including legacy systems. This is in contrast to our current process that
includes multiple, functionally-oriented IRBs that review only development or mod-
ernization investments over $1 million. While we were pleased with the Depart-
ment’s fiscal year 2011 progress in eliminating 120 legacy systems, we anticipate
that the changes introduced by section 901 will help to further accelerate the transi-
tion away from our legacy environment. Effective governance of our defense busi-
ness systems environment is crucial to our overarching business improvement initia-
tives. Because of this critical link, we can ensure there is strong integration between
our broader business governance and our investment management process.
Implementation of section 901 is underway and is being conducted in phases, so

that we may provide for an orderly transition from our current governance process
to the new one. To accomplish the legislative mandate, the Department created an
Investment Review Framework that requires components to create organizational
execution plans for their portfolio of investments that are aligned to functional
strategies approved by the IRB. The investment review process will employ a struc-
tured methodology for classifying and assessing business investments via multiple
views, including:

e An organizational view that promotes visibility across business mission

areas for DOD components.

e A functional view that seeks to eliminate redundancy and enhance inter-

operability.

e An end-to-end view that enables visibility from a process perspective

across the Department’s business enterprise.

We look forward to updating you further on the implementation of this important
legislation.

BUSINESS ENTERPRISE ARCHITECTURE

The BEA, guided by the Department’s strategic priorities, is an integrated infor-
mation architecture that provides guidance for the Department’s business oper-
ations and helps guide and constrain our investments in business systems. The BEA
defines the Department’s target business environment, including the necessary data
standards, business rules, processes, and performance metrics that will allow our
systems to be interoperable. Beginning with BEA 1.0 in 2003, the Department has
released improved versions of the BEA. The Department released BEA 9.0 on March
16, 2012.

BEA 9.0 continues to refine end-to-end process definitions and associated details
for processes that support audit goals. Using this framework of end-to-end business
processes, rather than an organizationally or functionally stove-piped approach, en-
sures we think about our business in a holistic way, recognizing the connections and
dependencies each individual business area has on the others. This end-to-end ap-
proach will also help to minimize the number of required data exchanges and sys-
tem-to-system interfaces, reducing the potential for error and increasing process
standardization, which is essential to a clean audit.

BEA 9.0 also improves the usability of the architecture, consistent with industry
leading practices. BEA 9.0 applies open (vice proprietary) standards and protocols
to architecture development and common business process modeling notations. This
will make it easier for the Department to ensure compliance with the BEA and
interoperability between its systems, continuing the thrust toward enabling
auditability. To implement these new approaches, DOD components have been di-
rected to use these specified standards, and the end-to-end process framework, in
the development of subordinate enterprise and solution architectures that are fed-
erated or asserting compliance with the BEA. Implementation and adoption is ongo-
ing throughout the Department.

BUSINESS CAPABILITY LIFECYCLE AND ACQUISITION OF DEFENSE BUSINESS SYSTEMS

Another significant development in management of the Department’s defense
business systems environment has been adoption of a new acquisition model for de-
fense business systems, the Business Capability Lifecycle (BCL). BCL provides a
comprehensive process that aligns requirements, investment, and acquisition proc-
esses for defense business systems under an integrated governance framework and
focuses on incremental delivery of capability, within 18 to 24 months of program ini-
tiation. The BCL approach is tailored to accommodate the unique characteristics of
IT acquisition. It also ensures that we deliver new capabilities to Department users
more quickly, including capabilities instrumental to our audit efforts. BCL’s incre-
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mental approach also maintains better control over cost, schedule, and performance
requirements.

The Under Secretary of Defense (Acquisition, Technology, and Logistics) issued
BCL policy on June 23, 2011 and the Defense Enterprise Accounting and Manage-
ment System (DEAMS) was the first program to achieve an acquisition decision
under BCL policy. Through the use of BCL, DEAMS has integrated traditionally
stove-piped processes and enabled tight integration between the functional sponsor
and the program office.

BCL is being incorporated into the next update of the DOD 5000.02 acquisition
instruction and the Defense Acquisition Guidebook. We continue to conduct targeted
outreach with Program Managers, Functional Sponsors, and Program Executive Of-
ficers on the BCL policy, and are working with the Defense Acquisition University
to embed BCL into appropriate curriculum. Finally, we are in the process of
transitioning several major IT programs to BCL.

BUSINESS PROCESS REENGINEERING

A fourth important development in management of our defense business systems
environment has been the introduction of new Business Process Reengineering
(BPR) requirements into the Department’s IRB process. Section 1072 of the NDAA
for Fiscal Year 2010 stipulated that investments may not be certified to obligate
funds through the Department’s IRB process without having reengineered their
business processes and reduced unique requirements and system interfaces. Con-
ducting appropriate BPR throughout a defense business system’s acquisition or
modernization lifecycle is critical to improving requirements definition and stabiliza-
tion for our acquisition programs and the overall performance of our defense busi-
ness systems. By applying BPR early and upfront in a program’s lifecycle, we can
ensure the program has clearly identified and defined the business problem the so-
lution is intended to solve, and that the solution appropriately applies changes to
people, process and organization, in addition to a materiel technology solution.

The Department implemented this requirement through an assessment process
tied to the Department’s IRB governance framework. As the DCMO and Military
Department CMOs conducted BPR reviews, they incorporated lessons learned into
revised and improved implementation guidance. During fiscal year 2011, assess-
ments were completed for all 160 IRB certification actions. Going forward, BPR will
be required in the Department’s new IRB process.

BUSINESS SYSTEMS IMPLEMENTATION

As discussed above, the Department has continued to mature Business Trans-
formation related processes, architectural framework, and governance that support
our transition to a more modern and disciplined business environment. This transi-
tion is driven by a number of activities to include the implementation of selected
Military Service or Agency Enterprise Resource Planning Systems (ERPs), modern-
izing legacy systems when supported by a business case and aggressively sun-set-
ting legacy systems that are not aligned with our business objectives. The imple-
mentation of these new systems is a key enabler for executing important process
and control changes as well.

Today, DOD is implementing multiple ERPs across the Military Departments and
Defense Agencies to serve as the business backbone of their operations. Each of
these implementations is at a different stage of its lifecycle and most have experi-
enced challenges as they have moved from design to implementation. Broadly, we
continue to improve our oversight of these programs in a number of ways, including
putting in place more rigorous performance measures that broaden the discussion
from standard acquisition measures to key technical and business measures. This
has led to a closer link between the information technology programs and the busi-
ness outcomes that they are helping to enable. Additionally, we are applying lessons
learned across all of the programs in the portfolio and incorporating recent GAO
and DOD Inspector General (IG) findings, which have highlighted deficiencies in
compliance, shortcomings in change management or training and difficulties in
management of data quality and interfaces that have created inefficiencies and
labor intensive rework. We acknowledge that there have been and continue to be
issues and, as GAO has noted, DOD governance has taken appropriate action to
limit the pace of deployment. We are committed to working through every signifi-
cant deficiency in order to realize the long term value of these investments.

In several cases there have been issues associated with ERP compliance with
basic requirements (or standards) such as the U.S. Standard General Ledger
(USSGL) and the DOD Standard Financial Information Structure (SFIS). Each in-
stance of non-compliance is investigated and addressed. But many situations result



14

from the evolution of standards and the time it takes for those standards to work
their way into use. In short, they are matters of timing. We understand that these
basics are the key to both reporting accuracy and interoperability and are working
to develop processes to ensure that changes are better communicated and controlled.
Some SFIS and USSGL compliance deficiencies have been identified, many have al-
ready been corrected, and plans are in place to correct outstanding instances of non-
compliance. Despite these challenges, the more disciplined transaction processing
capability will, over time, result in improved data quality and integrity compared
to our existing legacy processes. That is an important element of context often lack-
ing in discussion of problems associated with implementing our ERPs.

There is also a perception that the way DOD has implemented ERPs creates du-
plication or overlapping capabilities. These investments are reviewed with a goal of
avoiding and eliminating redundancy. With the implementation of Section 2222 of
the NDAA 2012, we expect to achieve an even more robust business IT portfolio
management process. We believe our current ERP implementations provide opportu-
nities to replace redundant legacy systems and represent an appropriate mix of ca-
pabilities at the operational level where specific business operations or missions are
supported.

The Department has made notable progress over the past 2 years. A few note-
worthy examples follow:

e The Marine Corps’ Global Combat Support System (GCSS-MC) is supporting
USMC budgetary auditability while also delivering tangible operational value
including:
e “Time to First Supply Status,” a primary measure for logistics respon-
siveness, has been reduced from over 36 hours to an average of 10 hours.
e “Order Shipment Times” for GCSS-MC users has been reduced by 26
percent.
e “Maintenance Repair Cycle Time” has been reduced by 43 percent in the
last 2 months from a baseline of 40 days.
e During Operation Tomodachi, the 2011 earthquake and tsunami humani-
tarian assistance and disaster relief efforts in and around Japan, the
GCSS-MC system provided critical real-time in transit visibility for high
priority parts.
o The Air Force’s Defense Enterprise Accounting and Management System
(DEAMS) is currently fielded at Scott Air Force Base and the Defense Finance
anld Accounting Service Limestone, Maine and is delivering tangible business
value:

e Reduced late interest payments within the U.S. Transportation Command
frolrin approximately $161.00 per $1 million to approximately $7.00 per $1
million.
o The Defense Logistics Agency’s (DLA) EProcurement program provides key
capabilities in a single integrated procurement process solution in support of
sustainment logistics. EProcurement recently exceeded all key performance pa-
rameters during performance stress tests, including:

e System was designed to process 8,500 solicitations per day and exceeded
the threshold by more than 90 percent during development testing.

e System was also designed to evaluate 23,000 proposals per day and dur-
ing development testing exceeded the threshold by 100 percent.

DOD’s modernized systems environment, including each of the Department’s
ERPs provides the opportunity for improved effectiveness and efficiency of budgeting
and financial accounting operations by providing users with standardized financial
and business processes, a single authoritative data source, and real-time posting to
external sources. In the past, we had to rely on manually-generated summary infor-
mation; we now have much more access to transaction-level data that will help sup-
port future audits and provide leaders with information for better business deci-
sions. These programs and their organizational sponsors are committed to realizing
this significant potential.

While the effective implementation of ERPs will not achieve auditability by itself,
it will help to provide the modern business environment we need to meet and sus-
tain the statutory requirement for audit readiness.

CONCLUSION

Madame Chairman, we are making significant progress. While we are mindful of
the work that remains, we are reasonably confident that we will achieve our audit
goals. As we look ahead, we appreciate the support we have received here in Con-
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gress. Your constructive criticism and continuing oversight are helping to sustain
our progress.

We also welcome your help with what has been a major problem for financial
management at DOD. We refer to the budgetary uncertainty that we have encoun-
tered in the recent past, including no fewer than four threats of government shut-
down last year, which generated time-consuming and unproductive planning efforts.
Now the shadow of possible sequestration is falling across our path. Dealing with
these uncertainties drains valuable time and leadership attention from important
initiatives, including our commitment to audit readiness. Congress could help a
great deal by returning to a more orderly budget process.

Thank you again for your interest in this vital subject. We welcome your ques-
tions.

Mr. HALE. If it is all right with you, Chairwoman McCaskill, we
will go Army, Navy, Air Force, one statement per department, and
then I assume GAO. Does that work?

Senator MCCASKILL. That works very well. Thank you.

STATEMENT OF HON. JOSEPH W. WESTPHAL, CHIEF MANAGE-
MENT OFFICER OF THE ARMY; ACCOMPANIED BY HON.
MARY SALLY MATIELLA, ASSISTANT SECRETARY OF THE
ARMY, FINANCIAL MANAGEMENT AND COMPTROLLER

Mr. WESTPHAL. Good afternoon, Madam Chair, Ranking Member
Ayotte, members of the subcommittee. It is good to be with you
today and thank you for having this hearing.

Dr. Matiella, our Assistant Secretary for Financial Management,
and I have a joint statement together. We have presented it for the
record, and I will make a few summary statements from it.

The first thing I want to tell you is that your Army leadership
is really engaged. I believe we have a sound plan to achieve an
auditable SBR by the end of fiscal year 2014, and full financial
statement audit readiness by the end of fiscal year 2017.

Through DOD’s FIAR efforts, the Army is connected to the larger
audit readiness community, sharing lessons learned and best prac-
tices. Consistent with DOD’s strategy, the Army developed a finan-
cial improvement plan with specific measurable actions and in-
terim milestones. Our plan enables the Army to assess progress,
overcome obstacles, and incorporate recommendations from both
independent auditors and GAO. We continue to subject it to close
scrutiny. Since July 2011, we have received two positive audit re-
sults by independent public accounting firms. These are incre-
mental but important steps towards auditability. Dr. Matiella and
I allre confident that the Army is on track and will achieve our
goals.

In support of these efforts, the Army continues to work with
DOD’s Deputy CMO, Ms. McGrath, to improve our investment con-
trol process. Published in October 2010, the Army’s business sys-
tems architecture and transition plan provides a framework and a
road map for enabling audit readiness, optimizing business oper-
ations, and steering our business systems investments. Using this
framework, the Army will transition our legacy systems and
prioritize our business systems investments within a single inte-
grated architecture.

Over a year ago, the Army chartered the Business Systems Infor-
mation Technology Executive Steering Group, a governance forum
that I personally chair, to review business policy and serve as a key
component of the Army’s investment review process. Comprised of
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senior Army leaders, including Dr. Matiella, this group shaped the
business systems information technology strategy that was ap-
proved by the Secretary of the Army in February 2011. The com-
bination of a clearly defined strategy and effective investment con-
trols ensure that the Army makes sound investments in our busi-
ness systems.

More recently, the Army conducted our first five business domain
portfolio reviews covering over 700 business systems. The reviews
are not only serving to solidify the Army’s business systems archi-
tecture, but also helping to establish a targeted environment cen-
tered on our ERPs. As the process matures, the portfolio reviews
will provide a great opportunity to identify improvements to our
business processes, streamline our business systems, and establish
a culture of continuous improvement.

In conclusion, Dr. Matiella and I assure you that the Army is on
track to meet our auditability goals, to improve management of our
business systems investments, and establish a solid foundation for
business transformation across the Army.

On behalf of the Army, we do want to thank you, the members
of this committee, for the continued interest in this very important
matter and the unwavering support that you do give to our soldiers
and families, as you so stated.

[The joint prepared statement of Mr. Westphal and Dr. Matiella
follows:]

JOINT PREPARED STATEMENT BY HON. JOSEPH W. WESTPHAL AND HON. MARY SALLY
MATIELLA

Madam Chairman McCaskill, Ranking Member Ayotte, and distinguished mem-
bers of this subcommittee, thank you for the opportunity to appear before you today
to discuss the Army’s financial management and business transformation efforts.

It is my privilege to be here along with the Under Secretary of Defense (Comp-
troller) and Chief Financial Officer, the Honorable Robert Hale; the Department’s
Deputy Chief Management Officer, the Honorable Elizabeth McGrath; my colleagues
from the Navy and Air Force, and the Assistant Secretary of the Army for Financial
Management and Comptroller (ASA(FM&C)), the Honorable Mary Sally Matiella. I
can assure you that our organizations all work in close collaboration, capturing val-
uable lessons learned, and sharing best business practices. I'd like to thank them
for their continued support.

The topics of today’s hearing are as important to us as they are to this sub-
committee. Be assured, your Army leadership, our soldiers, and our civilians under-
stand the fiscal challenges confronting our country. We are unified in our effort to
make lasting improvements that will enable us to operate more effectively and effi-
ciently within limited resources. As President Obama stated “we must put our fiscal
house in order and renew our long-term economic strength.” My colleagues and I
are all committed to being part of the solution.

FINANCIAL AUDITABILITY

Due to persistent and focused work across the entire Army, we have a sound,
resourced plan and the appropriate leadership engagement to achieve Secretary Pa-
netta’s directive to assert auditable Statement of Budgetary Resources (SBR) by the
end of fiscal year 2014 and assert full financial statement audit readiness by the
end of fiscal year 2017. Appropriate guidance and direction from Congress, the Sec-
retary of Defense, and the Office of the Under Secretary of Defense (Comptroller)
(OUSD(C)) have enabled the Army to develop a focused Financial Improvement Plan
(FIP), begin demonstrating our audit readiness and build upon our early achieve-
ments.

Through the DOD’s Financial Improvement and Audit Readiness (FIAR) efforts,
the Army is connected to the larger Department of Defense (DOD) audit readiness
community, sharing lessons learned and best practices. OUSD(C) has formulated a
comprehensive strategy with a critical path that allows the Army to focus on im-
proving the information most useful to decisionmakers, while moving DOD closer to
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the ultimate goal of achieving and sustaining auditability. The FIAR guidance de-
fines a series of standardized phases that must be followed to achieve audit readi-
ness. The methodology focuses on the identification and implementation of key con-
trol objectives and supporting documents. OUSD(C) conducts quarterly updates with
the Services to maintain the focus on auditability and efficiency progress.

To achieve the FIAR objectives, the Army has allocated the necessary resources
and developed an infrastructure to perform financial improvement activities. This
infrastructure is responsible for defining and executing the Army’s Financial Im-
provement Plan; it includes specific, measurable actions and interim milestones nec-
essary to remedy known audit readiness impediments. The Army uses these interim
milestones to assess progress and incorporate recommendations from independent
auditors, the Government Accountability Office (GAO), the DOD Office of the In-
spector General, and the Army Audit Agency. We are specifically addressing the six
auditability challenges identified by GAO:

(1) Sustaining continuous leadership through the Secretary of Defense directive,
active engagement and directive memoranda from the Secretary of the Army,
Chief of Staff of the Army, Under Secretary of the Army, ASA(FM&C), and
the Army Audit Readiness Strategy;

(2) Building a competent workforce through the Command and Installation Audit
Readiness Guide, Army Knowledge Online Audit Readiness Site, audit readi-
ness training, Annual Financial Improvement Workshop, and FIP Report
quarterly newsletter;

(3) Developing a well-defined architecture that has been vetted through our Busi-
ness Systems governance process and incorporates the 15 End-to-End proc-
esses found in the Office of the Secretary of Defense (OSD) Business Enter-
prise Architecture (BEA);

(4) Conducting Enterprise Resource Planning (ERP) system auditability assess-
ments and keeping the Office of Business Transformation and Program Execu-
tive Officer-Enterprise Information Systems actively engaged;

(5) Providing accountability and oversight through: Senior Executive Service per-
formance plan requirements; Army governance, including quarterly In-Process
Reviews, Audit Committee meetings, and Internal Review Workgroups; and
participation in OSD(C) governance boards; and

(6) Establishing internal controls through installation-level process and control
assessments, corrective action implementation, business process and controls
training, leveraging Internal Review to assess controls and corrective actions,
instilling discipline, and compliance with current policies.

The Army has subjected the FIP to strenuous scrutiny to hold ourselves account-
able and identify potential deficiencies. Over the past 2 years, since the initial 2010
GAO review of GFEBS, the Army has remediated the findings, which resulted in
DOD’s decision to authorize full deployment for GFEBS in June 2011, to include,
greatly improved training; and adding the identified chart of accounts and Standard
Financial Information Structure (SFIS) compliance. The Army is vigorously pur-
suing excellence in reaching the fiscal year 2014 and fiscal year 2017 auditability
goals as reflected in recent successes.

The U.S. Army Corps of Engineers is the Army’s first and DOD’s largest entity
to receive an unqualified audit opinion on their financial statements and has subse-
quently sustained clean audit opinions. In the General Fund Enterprise Business
System (GFEBS) environment since July 2011, we have received positive audit re-
sults by independent public accounting firms. The first of 3 planned examinations
involved a review of over 2,500 supporting documents resulting in the independent
auditors issuing an unqualified opinion on appropriations received and a qualified
opinion on five business processes at three sites. A second examination is scheduled
for this summer at nine GFEBS sites and DFAS. The third examination will be con-
ducted next fiscal year and will include all Army GFEBS sites. These examinations
are important incremental steps toward auditability. We will continue to progress
and are committed to sharing our lessons learned with DOD and our sister Services
as we proceed. We remain confident that the Army is on track to achieve both the
fiscal year 2014 SBR and the fiscal year 2017 full audit readiness goals. We appre-
ciate your continued support.

BUSINESS TRANSFORMATION

In October 2010, the Army published its first Business Systems Architecture &
Transition Plan (BSA&TP). The BSA&TP provides the framework and roadmap for
enabling audit readiness, optimizing business operations, and steering our business
system investments. It integrates Enterprise Resource Planning (ERP) solutions, the
Army’s functional architecture, and the DOD Business Enterprise Architecture
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(BEA). Using this framework, the Army will transition over 700 legacy systems and
prioritize new business system investments within a single, integrated architecture.

Four ERPs form the backbone for our business systems enterprise architecture
and are critical to our financial auditability goals. They are: the General Fund En-
terprise Business System (GFEBS); the Global Combat Support System-Army
(GCSS-Army); the Logistics Management Program (LMP); and the Integrated Per-
sonnel and Pay System-Army (IPPS-Army). Collectively they will manage the mate-
rial balance of the current and future general funds for the Army. GFEBS unifies
financial reporting and management across the Army and serves as the centerpiece
for financial auditability efforts and will be fully deployed in fiscal year 2012. Pres-
ently, GFEBS is being used by about 45,000 of approximate 50,000 eventual users,
is 94 percent SFIS compliant and on track to be fully SFIS compliant by the end
of this fiscal year. It has a track record of being 99.9 percent available, and at the
beginning of this fiscal year, the Army had already processed over 20 million finan-
cial transactions using GFEBS with zero dollars in Anti-Deficiency Act violations.
To date GFEBS has distributed nearly $80 billion in funds and obligated approxi-
mately $60 billion. The system also provides cost and asset functionality not avail-
able in legacy systems.

LMP Increment 1 (production baseline) is fully deployed to 25,000 users at 50
sites across the Army’s Materiel Command and contains the financial ledger for the
Army Working Capital Fund. Throughout the remainder of fiscal year 2012 the
ASA(FM&C) is overseeing final enhancements to bring it within compliance with
audit standards. Following direction from the DOD Deputy Chief Management Offi-
cer, in December 2011, LMP was converted from a service contract to an acquisition
Program of Record to provide additional oversight for future changes to this critical
enabler of national level logistics.

GCSS-A has completed Initial Operational Testing at both Fort Irwin, CA, and
Fort Bliss, TX. The Army is evaluating the results of testing and making necessary
adjustments to the system. We anticipate receiving a full deployment decision with-
in the next 6 months which will ensure GCSS—-A is available to support equipment
accountability and serviceability for our financial auditability goals in the future.

Lastly, in February 2012 the Army awarded a contract for the first increment of
IPPS-Army, an integrated database which consolidates personnel information across
the Active Duty, U.S. Army Reserves and Army National Guard. Subsequent incre-
ments of IPPS-Army will streamline personnel processes and integrate personnel
pay for over 1 million uniformed personnel across the Army. In fiscal year 2011 ,the
Federal Chief Information Officer completed a top-to-bottom review of the IPPS-
Army program resulting in a revised acquisition strategy which minimizes risk to
the government. While these changes extended the lifecycle of development, the
military pay integration will be fielded in time to support our fiscal year 2017 full
auditability goals.

The Army continues to work with the DOD Deputy Chief Management Officer to
define a revised investment control process as outlined in section 901 of the Na-
tional Defense Authorization Act for Fiscal Year 2012. Over a year ago, the Army
chartered the Business Systems Information Technology Executive Steering Group
(BSIT-ESG), chaired by the Under Secretary of the Army. In addition, the Army
established the 2-Star and 3-Star BSIT Working Groups to provide additional levels
of collaboration on cross-functional issues. Comprised of senior Army business lead-
ers, these forums review business policy and serve as a key component in reviewing
and integrating the Army’s investment review process. The same leaders shaped the
BSIT Strategy approved by the Secretary of the Army in February 2011. The com-
bination of a clearly defined strategy and effective investment controls will ensure
the Army makes the appropriate investment in our ERPs and other business sys-
tems.

The Chief Management Officer in collaboration with the Vice Chief of Staff con-
ducted portfolio reviews of our five primary business functions: financial manage-
ment; acquisition; logistics; human resource management; and installations, energy
and environment. These reviews included scrutiny of our business systems and busi-
ness architecture.

Collectively the Army has over 700 legacy business systems aligned with these
functions. The reviews were used to reinforce accountability and emphasize a cost
consciousness environment among Army leaders that heretofore have been absorbed
by fighting the war for 10 years. The reviews will further solidify the Army’s busi-
ness systems architecture and establish the target environment centered around our
four ERP systems and have facilitated retiring approximately 180 legacy business
systems incapable of meeting our enterprise management and audit readiness objec-
tives. This target environment will guide the investment strategy for the future and
ensure that systems are synchronized, functionally optimized, and prioritized in
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support of our key business processes. In addition, the portfolio reviews identified
new opportunities to improve our business processes, consolidate our business sys-
tems, and establish a foundation for continuous improvement.

Our business architecture establishes the framework for mapping and improving
the Army’s end-to-end (E2E) business processes. Process mapping provides a better
understanding of how work gets done and identifies cross-domain dependencies. It
enables the Army to pinpoint reengineering efforts, improve process efficiency, and
invest wisely in business systems. Initially, the Army is focusing on 5 of the 15 E2E
processes: Procure-to-Pay, Acquire-to-Retire, Hire-to-Retire, Deploy-to-Redeploy/Ret-
rograde, and Environmental Liabilities. These five processes capture most of the
Army’s Title 10 mission and thus provide the greatest opportunity for improvement.

CLOSING STATEMENT

On behalf of the Army, thank you for your continued interest in this very impor-
tant matter and for your unwavering support in all you do for our soldiers and their
families. While the Army continues to support the ongoing war in Afghanistan, we
are shaping our force structure and developing resourcing strategies to meet the
new defense strategy. Fielding ERPs across the entire Army, we are able to leverage
leadership at many levels to achieve our fiscal year 2014 and fiscal year 2017
auditability goals.

Through an adaptive approach, thousands of military and civilian professionals
are fielding these systems, achieving front line progress, and establishing a solid
foundation for continuing business transformation across the Army. With the sup-
port of this committee, the Office of Management and Budget, OSD, and Army lead-
ers throughout the force, I am confident that the Army is on a positive path to meet
our goals. Thank you.

STATEMENT OF HON. ROBERT O. WORK, CHIEF MANAGEMENT
OFFICER OF THE NAVY; ACCOMPANIED BY HON. GLADYS J.
COMMONS, ASSISTANT SECRETARY OF THE NAVY, FINAN-
CIAL MANAGEMENT AND COMPTROLLER

Mr. WoORkK. Madam Chairman, Ranking Member Ayotte, thank
you for this opportunity to discuss the Department of the Navy’s
progress towards achieving financial auditability and business
process reform and the important role that the Navy ERP will play
in these efforts.

I, like my colleagues, have submitted a joint statement with Ms.
Commons for the record, and I would just like to make a couple of
key points before answering your questions.

Ms. Commons and I, as well as the Secretary of the Navy, the
Commandant of the Marine Corps, and the Chief of Naval Oper-
ations (CNO), are all committed to DOD’s plan to achieve audit
readiness. At every chance I get, I personally stress the importance
of this goal with our leaders, managers, and employees at every
single opportunity, and I believe the Secretary, the Commandant,
and the CNO do as well. As Secretary Hale has said, setting a clear
tone from the top and engaging the entire Navy in audit readiness
is very essential.

We have developed a very detailed, Navy-wide plan. We are now
working with each of our major commands and our service pro-
viders to ensure that they understand their specific role in achiev-
ing this very important goal. Based on some very important
foundational work by our predecessors, the tone from the top, and
this plan, particularly the trailblazing efforts of the Marine Corps,
I believe the Navy is very well-positioned to achieve Secretary Pa-
netta’s goal of an audit-ready SBR by fiscal year 2014, as well as
being fully audit-ready by 2017.

Our major IT systems, we think, are well-aligned with this effort.
All three of our major current efforts are on strong footing. The
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Navy ERP is on schedule to complete its program of record in fiscal
year 2013. We have 66,000 users now worldwide. We will have
71,000 by the end of fiscal year 2013. That will manage about 47
percent of our total obligational authority. 27 systems have been
retired to date as a result of this deployment. We are on schedule
to reduce another 55 systems this fiscal year, for a total of 82, and
we expect a total of 96 systems to be shut down by fiscal year 2016.

Additionally, we have a comprehensive effort to standardize exe-
cution of business processes among our Navy ERP users. Reducing
the process variations, as you mentioned in your statement, ma’am,
when using the system along with standard operating procedures
that will be followed by all, will achieve the greatest benefits across
the Navy. Paring down the number of steps to complete Navy ERP
transactions will make this system more efficient and easier to use,
and by permitting fewer variations in the processes, we will reduce
systems maintenance costs. Finally, consistent, streamlined proce-
dures will require less future work in sustaining our control envi-
ronment, which is very important.

We are in the process of developing data standards across the en-
terprise that will allow us to aggregate information from all of our
ERP systems with those systems that we decide to maintain.

The Marine Corps GCSS is deployed. It will eliminate four major
legacy systems by the end of fiscal year 2013. In fact, I am very
pleased to report that since 2008, we have reduced more than 1,400
systems and applications and we have shut down 400 networks.

The Navy’s Future Personnel and Pay Solution (FPPS) has been
refocused. I ordered an assessment of this effort in late 2010, and
as a result of this assessment, we have determined that instead of
initiating a large-scale business systems acquisition, we will in-
stead focus on process improvement and leveraging this investment
with the existing Navy Standard Integrated Personnel System. The
Navy reached this conclusion after an exhaustive review of its poli-
cies, practices, and processes, and I believe this is a case of busi-
ness process engineering done right. Instead of building the system
to automate how we used to do business or do business today, the
functional community is first rethinking what it wants to do in the
future, and only then will we look to IT solutions to support the
new and improved way of service delivery. We think this approach
has reduced the original estimated cost by at least $167 million
and eliminated at least $157 million in additional cost growth from
fiscal year 2010 through 2017.

I think this example points to one of the keys to both auditability
and the successful launch of IT systems. As you mentioned, ma’am,
reengineering of our business processes is the key. Our business
process reform approach is now mature to the point where we ad-
dress the full spectrum of business operations by focusing on three
things: strategic management, understanding the costs of doing
business, and managing the organization toward achieving better
and more measurable results.

Our methodology requires baselining and mapping business proc-
esses, allowing the business owners to identify and prioritize their
problems and then exploiting opportunities for improvement.

A second key is data standardization, and a third is having good
internal controls.
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We are focused on all three of these things. Auditable financial
statements will be the outcome of these efforts.

So the Navy, I believe, has an aggressive, forward-leaning plan
to take control of how we do business, to standardize data, and ul-
timately achieve financial audit readiness, a plan which has yield-
ed initial successes. We have had two favorable opinions on appro-
priations received and on the existence and completeness of our
submarine, ship, missile, and satellite inventories. We have not re-
ceived formal word, but we have been told that our aircraft inven-
tories are also ready. So we continue to make progress, and I am
relatively confident that we will meet all of the deadlines.

I would like to echo Under Secretary Westphal’s appreciation for
this subcommittee’s focus on this effort, and we look forward to
continuing to work with you and your staff. I am very much look-
ing forward to any questions you might have.

. 1[lThe ]joint prepared statement of Mr. Work and Ms. Commons
ollows:

JOINT PREPARED STATEMENT BY HON. ROBERT O. WORK AND
HoN. GLADYS J. COMMONS

Chairman McCaskill, Senator Ayotte, thank you for this opportunity to discuss
the Department of the Navy’s (DON) progress toward achieving financial
auditability, business process reform and the important role Navy Enterprise Re-
source Planning (ERP) will play in these efforts. To maximize the use of our human
and fiscal resources; prevent fraud, waste and abuse; and provide the warfighter the
best capabilities to achieve the Nation’s security strategy, it is essential that the fi-
nancial data we rely on for decisionmaking is accurate and reliable. I am committed
to the Department’s aggressive plan to achieve audit readiness and stress the im-
portance of this goal with our leaders, managers, and employees at every oppor-
tunity. Setting a clear “tone from the top” and engaging the entire Department in
audit readiness is essential for success in this complex undertaking.

To achieve audit readiness, we have focused our efforts on improving our business
processes end-to-end; modifying our systems to meet Federal Information System
Controls Audit Manual standards; and strengthening internal controls surrounding
those business processes and systems. Our business process reform approach has
matured into addressing the full spectrum of business operations: focusing on stra-
tegic management, understanding the costs of doing business, and managing the or-
ganization towards achieving better and more measurable results. Our methodology
requires baselining and mapping business processes, allowing the business owners
to identify and prioritize problems, and then exploiting opportunities for improve-
ment. Auditable financial statements will be the outcome of our business trans-
formation efforts.

We have developed a detailed Department-wide plan and worked with each major
command and our service providers to ensure they understand their role in our suc-
cess. Based

on our comprehensive plan and our ongoing efforts, we are well-positioned to
achieve Secretary of Defense Panetta’s goal of an audit ready Statement of Budg-
etary Resources (SBR) by the end of fiscal year 2014, as well as reaching the fiscal
year 2017 date established by the National Defense Authorization Act for Fiscal
Year 2010 for full auditability.

The Department is making steady progress on its financial auditability plan. The
audit of the Marine Corps’ SBR continues. Our goal was to achieve a favorable audit
opinion on the fiscal year 2011 SBR audit. We extended the audit 3 months because
an opinion appeared to be within our grasp, but the need for additional test sam-
pling, plus time limitations, forced the conclusion of this second-year effort without
an opinion. However, noting the significant progress made, both the DON and the
Department of Defense Inspector General agreed, that we should now move quickly
into an audit of the Marine Corps’ fiscal year 2012 SBR.

The Marine Corps’ experience has been valuable to the rest of DON and to the
other military departments as we all seek to achieve SBR audit readiness. The Ma-
rine Corps has developed essential financial management capabilities for the first
time, such as reconciling cash with the Treasury’s balance; and they constructed a
robust, effective audit response infrastructure, enabling the rapid collection and
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trarismission of large volumes of business process documentation to auditors for
analysis.

Additionally, the Marine Corps is executing an aggressive corrective action plan
for business process and system deficiencies identified during its audit readiness
preparations and during the annual audits. This sustained progress in improving
Marine Corps business operations, set in motion by the pursuit of auditability, has
produced instructive lessons for DON and the other Services.

The Department of the Navy has achieved other notable audit readiness accom-
plishments. In late summer 2011, we achieved a favorable audit opinion on the De-
partment’s Appropriations Received process. Validation by an independent account-
ing firm confirms that the process and systems we use to allocate the resources pro-
vided by Congress are auditable. In January 2012, the Department of Defense In-
spector General completed an examination and verified that the processes and sys-
tems we use to establish Existence and Completeness of ships, submarines, Trident
missiles, and satellites inventories are audit ready. A similar examination of DON’s
aircraft inventory management is currently ongoing.

A second examination is also underway, focusing on the E-2D Hawkeye aircraft
acquisition program. This examination will determine whether the business proc-
esses and systems used to manage this major acquisition program meet audit stand-
ards. This examination has added importance because the E2-D program is exe-
cuted within Navy ERP; the results will reflect the effectiveness of the controls in
the Navy’s “target” financial system.

Though the Department is making steady progress toward financial auditability,
much remains to be done. Completing our ambitious SBR audit readiness schedule
requires a number of business process assertions this fiscal year and next. We also
need to assess the effectiveness of our major business systems’ controls. Following
the Marine Corps’ example, the entire Department needs to fully develop the same
fundamental financial management capabilities required for an audit, including de-
tailed cash reconciliation; and, an effective audit response infrastructure needs to
be in place. These complex efforts will test the Department’s acumen, as well as the
skills of our major service provider, the Defense Finance and Accounting Service.

Navy ERP, which accounts for over half of the Navy’s obligational authority, is
an essential component of auditability. The Navy’s planned implementation of ERP
at six major commands, which began in fiscal year 2008, will conclude next fiscal
year. Concurrently, we are focusing on two other major objectives: assessing Navy
ERP’s present ability to meet financial audit standards prescribed for a business
system; and making improvements in its utility. A methodical effort is underway to
standardize the execution of business processes within Navy ERP across our diverse
user population.

This year, an independent assessment will be conducted, determining if Navy
ERP’s internal controls comply with the Government Accountability Office’s finan-
cial systems audit standards. Completing this survey, and quickly pursuing any fol-
low-up remediation required, will be important steps toward Departmental audit
readiness. We are optimistic that the assessment will demonstrate that Navy ERP
has effective controls overall. Our E2-D audit readiness assertion, mentioned ear-
lier, showed positive results in the Navy ERP environment.

Additionally, our comprehensive effort to standardize execution of business proc-
esses among Navy ERP users is fully underway. Reducing process variations when
using the system, along with establishing standard operating procedures to be fol-
lowed by all, will yield benefits. Paring down the number of steps to complete Navy
ERP transactions will make the system more efficient and easier to use. Permitting
fewer variations in ERP business processes will reduce system maintenance costs.
Finally, consistent, streamlined procedures will require less future work in sus-
taining Navy ERP’s control environment.

In conclusion, DON has an aggressive, forward-leaning plan to achieve financial
audit readiness—a plan which has yielded initial successes, but one which will re-
quire much more hard work and creativity throughout the entire Department to
complete. Thank you for your continued support, and I would be pleased to answer
your questions at the appropriate time.

STATEMENT OF HON. JAMIE M. MORIN, ASSISTANT SEC-
RETARY OF THE AIR FORCE, FINANCIAL MANAGEMENT AND
COMPTROLLER; ACCOMPANIED BY DAVID TILLOTSON III,
DEPUTY CHIEF MANAGEMENT OFFICER OF THE AIR FORCE

Dr. MORIN. Madam Chair, thank you again for the opportunity
to join my colleagues from across DOD and our valued partner
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from GAO, Mr. Khan, for today’s hearing to discuss DOD and your
Air Force’s efforts to achieve audit readiness.

As you mentioned, unfortunately, our Under Secretary and CMO,
Ms. Conaton, is recovering from an injury today. So you have me
and her Deputy CMO, Mr. Dave Tillotson, here and we will seek
to provide a short statement and then answer any questions that
you have.

Since the Air Force leadership testified to this subcommittee
back in July of last year about audit readiness, we have made con-
tinued progress towards that goal—particularly since the Secretary
laid out his accelerated deadline of 2014. We remain very strongly
committed to achieving that accelerated goal for the SBR, as well
as the broader legislative requirements for a clean audit by 2017.
We are leaning forward aggressively on this.

The goals are challenging for an organization as large and di-
verse and geographically distributed as the Air Force, so we do con-
tinue to assess, as I have testified before, that there is moderate
risk in meeting that deadline, primarily due to systems challenges.
As was stated earlier, our effort now focuses on achieving audit
readiness within our legacy systems which is an effort that we are
fv‘vorking aggressively on but remains an uncertain piece of our ef-
ort.

We are working to mitigate that risk very directly through, first
of all, strong engagement of Air Force leadership at all levels, as
well as highly focused investments of additional human and finan-
cial resources towards this effort. We have made great progress
over the last year.

Speaking of leadership engagement, Secretary Panetta’s directive
to accelerate to 2014 has been both a blessing and a challenge for
the Air Force. The core challenge is, of course, that the accelerated
deadline means that we cannot rely on all of those ERPs that we
had depended upon in our previous plan. That is a real challenge.
Waiting for those multiple critical systems to be deployed and fully
useld is no longer going to work, so we have a shift in strategy, that
is clear.

But the blessing is that the Secretary’s engagement, coupled
with the consistent and strong guidance—from this committee and
other committees—in law, and in hearing after hearing over the
last couple of years, have really helped to build a degree of con-
sensus on the importance of this effort and a degree of leadership
commitment that is showing real dividends. Audit readiness has
become a regular agenda item for the four-star leadership of the
Air Force, involving both civilian and military leaders in a way
that I think could not have been anticipated or imagined without
the leadership from this committee and the Secretary.

I think this top-level leadership is driving increased involvement
from military commanders at all levels down to the field. There is
still work to be done in that regard, but it is catching on quite ag-
gressively. It also enables our very strong focus on personal ac-
countability, and that is something that is playing out in financial
incentives for our civilian senior executives, where the performance
plans for about 140 civilian senior executives are directly tied to
delivery on audit readiness goals. It is playing out in military eval-
uations as well, albeit to a somewhat lesser extent.
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It also contributes to the very strong support we have received
in the DOD internal resource allocation process for some of the key
areas where we needed investments. I think of those investments,
and we as an Air Force leadership think of those investments, in
terms of three components: people, processes to include internal
controls, and systems. So all three are working together.

We are certainly encouraged with some of the interim successes
we have had in meeting the accelerated deadline, particularly the
fact that we received two clean opinions in the last year, on our
Fund Balance with Treasury (FBWT) reconciliation and on our
funds distribution process down to our major command level. We
also, like some of the other Services, have an examination cur-
rently underway looking at our military equipment. The DOD IG
is performing that right now, and indications so far are quite good.
That is our aircraft, our intercontinental ballistic missiles, our sat-
ellites, et cetera.

But we clearly still have a very aggressive schedule ahead of us,
and it will touch those people, processes, and systems pieces.

Our most immediate challenge right in front of us is people. We
need to continue to hire, whether through government civilian hir-
ing or through contractor hiring, people with the requisite skills,
government personnel and contractors with the knowledge and ex-
perience in accounting, auditing, and financial reporting that will
help us get across the finish line here. This is a challenge because,
again, the scale of DOD makes finding enough people with enough
skills a challenge.

But we also need to continue to invest in the people, and that
is why we strongly endorse Under Secretary Hale’s leadership on
this financial management workforce certification initiative. We
think that is critical.

Our process redesign and internal control efforts and those im-
provement efforts have become certainly all the more important
with the accelerated deadline, and we have been working them ag-
gressively. But I wanted to shift to just a very brief discussion of
our ERP system investments because that is, obviously, a key focus
of this subcommittee.

Financial systems modernization is clearly a key enabler for both
achieving and sustaining full audit readiness by 2017 in a cost-ef-
fective manner to avoid that army of auditors that you discussed
in your opening statement, ma’am.

The Air Force recognizes, though, there are major challenges in-
volved in fielding ERP systems in a big organization like ours, and
we have taken and will take appropriate action to address concerns
identified through best practice reviews and audits both from inter-
nal and external sources. We very much appreciate the active sup-
port we are getting from the Office of the Secretary of Defense
(OSD), from the Air Force Audit Agency, from the DOD IG, and of
course, from GAO.

In the case of the Defense Enterprise Accounting and Manage-
ment System (DEAMS), our core financial system for the general
fund and transportation and working capital fund, we have learned
some very key lessons from the other ERP deployments, and that
have led us to focus on things like end-of-year financial activities
and focus on user training and education and especially on user ex-
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perience issues associated with system stability. We are measuring
our success against those goals on a weekly basis. DEAMS has now
been deployed at Scott Air Force Base and we have gone through
2 years worth of budget closeout in that system. We received mile-
stone B authority for that system back in January and we are
about to kick off an operational assessment with the Air Force
operational evaluation team looking at the actual implementation
of the system. We will take any lessons that come out of that and
we will expect to deploy the system at five other bases over the
next fiscal year.

As the subcommittee is aware, another major Air Force ERP, our
Expeditionary Combat Support System (ECSS), has not fared as
well. The program is currently going through a major restructuring
effort. We are now approaching 7 years since funds were first ex-
pended for this system, which was designed to restructure our lo-
gistics processes and field a massive ERP. The total cost on the
system is now over $1 billion. I am personally appalled at the lim-
ited capabilities that program has produced relative to that amount
of investment. The rest of the senior Air Force leadership feels that
way as well. That is why we are restructuring, looking for an alter-
native path. The restructuring effort is ongoing right now, but the
subcommittee and Congress should expect to see a way forward
identified in the next month or so. We owe you a clear and concise
description of a much better way forward for our logistics mod-
ernization and financial improvement.

Let me just conclude by saying that while we certainly do see
moderate risk in that 2014 deadline, we are leaning aggressively
to achieve it and we are strongly committed to that 2014 SBR audit
goal, as well as the ultimate goal of full accountability by 2017.
This is a key part of the Air Force’s effort to squeeze the maximum
amount of combat capability out of each taxpayer dollar that this
Congress and this Nation entrusts to us. We take it seriously and
we will continue to do so.

Thank you again for your engagement and support.

[The joint prepared statement of Ms. Conaton and Dr. Morin fol-
lows:]

JOINT PREPARED STATEMENT BY HON. ERIN C. CONATON AND HON. JAMIE M. MORIN

Madame Chairman and Senator Ayotte, thank you for the opportunity to join our
colleagues from across the Department of Defense to discuss your Air Force’s efforts
towards achieving audit readiness. Since the Air Force leadership last testified to
this subcommittee on audit readiness last July, the Air Force has continued to make
progress towards our audit goals and remains committed to achieving Secretary Pa-
netta’s goal for audit readiness on the General Fund Statement of Budgetary Re-
sources in 2014 as well as to meeting the legislative requirements for a clean audit
by 2017. These goals are challenging for an organization as large and diverse as the
Air Force and so we continue to assess that there is moderate risk that we will miss
the deadline due primarily to system challenges. However, the strong engagement
of Air Force leadership as well as the additional human and financial resources
dedicated to the effort in recent years will help achieve a clean audit, and we are
making real progress.

Audit readiness is an important goal. Our efforts are part of the broader work un-
derway in the Department to address the national fiscal challenges that pose a seri-
ous threat to our national security. They are a key component of our ongoing work
to give the American taxpayer confidence that we are getting the maximum value
out of each dollar entrusted to the Air Force.

Secretary Panetta’s directive accelerating the audit readiness date to 2014 has
been both a blessing and a challenge. The blessing is that it has raised the visibility
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of audit readiness to the point where it has been a regular agenda item for our 4-
star leadership and created an environment where success is achievable within the
tenure of many of these current leaders. To implement Secretary Panetta’s directive,
the Air Force developed a detailed audit acceleration plan for each assessable unit.
These plans include specific milestones and deliverables and are reviewed on a reg-
ular cycle in sessions held weekly by the Deputy Chief Management Officer, finan-
cial leaders, and the senior leadership responsible for the particular assessable unit.
Our assertion teams also include members of the Office of the Secretary of Defense
(OSD) (Comptroller) staff in order to provide us with valuable, real-time feedback
on our effort and to minimize the need for additional testing or rework.

The core challenge for the Air Force is that the accelerated deadline will require
us to achieve and sustain audit readiness while multiple critical systems are still
under development or being deployed. Our previous strategy had these systems as
a pacing item. We will not have a final judgment on whether our legacy financial
systems can be improved sufficiently to support an overall Air Force audit until the
auditors can examine those systems in the field. Our emerging confidence in our
ability to achieve this challenging deadline is partially due to the increased engage-
ment of commanders at every level in the effort, along with demonstrated progress
over the last 2 years and strong support in the Department of Defense (DOD) re-
source allocation process for targeted investments in improvements to the three crit-
ical components for an auditable enterprise: people, processes, and system.

CURRENT PROGRESS

Since the subcommittee’s last hearing, the Air Force has made substantial
progress on key Financial Improvement and Audit Readiness plan deliverables. Last
August, we received a clean opinion from KPMG LLP on our Budget Authority as-
sertion recording the receipt of funds down to our Major Commands. In the process
of preparing the assertion, Air Force financial managers identified and implemented
several corrective actions, most notably a standard document numbering systems for
loading budget authority into our financial execution system, allowing us to assert
audit readiness for the entire process.

Another key accomplishment occurred last October when we received a clean opin-
ion from PriceWaterhouseCoopers (PWC) on our Fund Balance with Treasury Rec-
onciliation process. Our reconciliation with the Treasury Department for our “check-
book” consists of over one million transactions and is conducted on a monthly basis.
The Air Force and the Defense Finance and Accounting Service (DFAS) are sus-
taining this process, reconciling 99.85 percent of our transactions at the detail level,
exceeding the Office of Management and Budget standard.

In January, the Department of Defense (DOD) Inspector General (IG) began an
examination of our existence and completeness assertion for our military equipment
(e.g., aircraft, ICBMs, and satellites), as well as for cruise missiles and aerial tar-
gets. We anticipate receiving their opinion by the end of May. These assets have
a combined net book value of approximately $90 billion. Although cruise missiles
and aerial targets/drones are separately reported as Operating Materials and Sup-
plies rather than military equipment, we saw an opportunity to accelerate our over-
all progress and save resources by asking DOD IG to include these items in their
examination. We will continue to look for additional opportunities to accelerate
progress on future assertions in a cost effective manner.

We also recently submitted assertions of audit readiness for the existence and
completeness of our uninstalled spare engines and missile motors. These have a
combined net book value of approximately $11 billion and include over 6,400 indi-
vidual end items managed at over 160 different sites. Properly reporting these items
in our financial statements is challenging. Items are tracked in different systems
and classified differently depending on their installation status. It is common for an
item to transition from one system to another and alternatively be reported dif-
ferently in successive statements. Getting sufficient confidence about these areas for
Air Force management to assert our readiness for audit required more time than
we originally projected and demanded changes in training of our people, in our busi-
ness processes, and our systems, but we now believe the required corrective actions
are properly implemented or well underway.

INVESTING IN PEOPLE

We are encouraged with our interim success in meeting the accelerated deadline,
but we still have a very aggressive schedule ahead of us. Our most immediate chal-
lenge is on the people side: finding, hiring, and deploying government personnel and
contractors with the needed knowledge and experience in accounting, auditing and
financial reporting for the Federal Government. The compressed schedule also re-
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duces the time we have to document processes, conduct testing, implement correc-
tive actions, and verify those corrective actions are operating as intended. Addition-
ally, many of our major milestones such as assertions on military pay, civilian pay,
and contracting have been moved up by 2 or more years, making the need for expe-
rienced individuals even more urgent. Finally, compounding this challenge is the
fact that the other Services and Defense Agencies will likely be seeking out these
same individuals. We are addressing this challenge by reaching out to the account-
ing industry and soliciting an experienced but cost effective partner to support our
core team of government financial managers and functional experts.

To broaden the audit readiness effort across the enterprise, and building on an
effort the Air Force pioneered last year, this year we required all Air Force civilian
senior executives to include an audit readiness goal in their annual performance
plans. While the weighting and level of detail in these goals vary based on individ-
uals’ duties, each plan is reviewed by the Deputy Assistant Secretary for Financial
Operations to confirm the goals are appropriate and contribute to audit readiness
in a meaningful way. Since pay and performance evaluations are linked directly to
accomplishment of these plans, we have high expectations. For example, many of
our logisticians have goals supporting our existence and completeness assertions,
while acquisition executives have goals requiring them to ensure data in our con-
tracting and accounting systems is properly reconciled.

Since achievement of audit readiness will require further professionalization of
the financial management workforce, the Air Force strongly supports the Defense
Department’s efforts on a financial management workforce certification program.
This program will standardize educational and experience requirements for financial
management positions. Even ahead of this effort, the Air Force’s financial manage-
ment workforce is a well-educated one. Over 60 percent of Air Force financial man-
agers hold a degree of some sort. Additionally, our primary audit readiness work-
force of almost 80 includes 12 CPAs, 15 Certified Defense Financial Managers, and
8 Certified Government Financial Managers.

STRENGTHENING AND STANDARDIZING BUSINESS PROCESSES

In addition to mobilizing our people and investing in their skills, improvements
in our business processes are key to meeting the accelerated deadline of 2014. While
some audit challenges require systems enhancements, others can be overcome with
enhanced policies. For example, our two most recent assertions for existence and
completeness of critical assets relied primarily upon policy changes clarifying the
need for periodic inventories and delineating responsibility for managing assets as
they transition among Air Force and contractor facilities.

To achieve compliance with improved and standardized processes, we are aggres-
sively communicating with airmen across the Air Force from our major command
commanders down to the lowest level about the meaning of audit readiness and the
actions they can take to assist in achieving audit readiness. We recently provided
our wing commanders with a checklist to help them understand the steps they can
take to ensure their financial house is in order.

We continue to collaborate with our sister services to adopt best practices as we
work towards audit readiness. For example, we leveraged the Navy’s audit of sup-
porting documentation and controls as a way to expose airmen to our audit activi-
ties and ensure process compliance at base level. Since February, the Air Force
Audit Agency has begun examinations of selected financial transactions at wing
level with seven wings participating. This effort helps to identify good and bad prac-
tices as well as process improvements that will be required when financial auditors
begin their engagements. It also helps educate our wing commanders on audit readi-
ness.

The Air Force has sought validation of our progress by independent accounting
organizations including the Government Accountability Office (GAO), the DOD IG,
and public accounting firms. They provide valuable insight into the adequacy of the
existing systems, recommend enhancements to support audit readiness and provide
objective recommendations on the assertion process. For example, last summer GAO
identified weaknesses in the type of testing performed to support the aircraft in our
Military Equipment assertion. Specifically, they raised a concern that the sampling
wlas limited to a few bases along the east coast—what auditors call judgmental sam-
pling.

For our recent assertions on spare engines and missile motors, we applied more
rigorous statistical analysis allowing us to quantify potential errors across the popu-
lation of items. In the case of our missile motors, we found that business practices,
like timely updating of inventory systems, were very good at the locations where the
vast majority of our motors were stored, but were less consistent at places that
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might have just one or two motors for training purposes. Statistical analysis has not
only enhanced the credibility of our results but in the case of our review of the
Space-Based Infrared Satellite Network program allowed us to test 148 randomly
selected transactions in order to evaluate the accuracy of a total population of over
12,000 transactions.

BUSINESS TRANSFORMATION AND ENTERPRISE RESOURCE PLANNING SYSTEMS

Air Force business transformation is anchored in architecture and associated busi-
ness process re-engineering. The continued development of the business enterprise
architecture allows the Air Force to identify gaps and redundancies that will focus
critical resources in the proper areas. Consistent with this focus, in the fiscal year
2013 budget submission the Air Force established an initiative to target $1.1 billion
in savings by reviewing Air Force information technology applications to identify
and eliminate duplicate/redundant business and operational system capabilities. In
addition, we are minimizing configuration of commercial off-the-shelf software to
handle unique requirements and interfaces, thus reducing life cycle costs. Con-
sistent with recent statute, the Air Force is adjusting its current business system
certification review process. The revision will expand business system certification
reviews from an average of 40 systems per year over the past 5 years to more than
200 systems that will need to be certified for fiscal year 2013. Finally, the Air Force
is using architecture and business process re-engineering to evaluate and document
the control processes required to support audit readiness, providing the necessary
glue between user actions and controls contained within financial systems.

Enterprise Resource Planning Systems (ERPs) are a key enabler to achieving full
audit readiness by 2017 in a cost effective manner, but they are not the only step
on the path to audit readiness. The implementation of ERPs supports achieving Air
Force-wide standard practices and instills process controls necessary to improve fi-
nancial management discipline. Where ERP development schedules will not support
the audit readiness timelines, the Air Force will use a combination of modified leg-
acy systems and supporting business process controls. Specific process and informa-
tion system gaps (whether satisfied by ERPs or legacy system remediation) will be
guided by Air Force Business Enterprise Architectures.

The Air Force’s three key ERPs for audit readiness are: Defense Enterprise Ac-
counting and Management System (DEAMS), Expeditionary Combat Support Sys-
tem (ECSS), and Air Force Integrated Personnel and Pay System (Air Force-IPPS).
DEAMS and ECSS are programs that have been underway for several years, and
Air Force-IPPS is the Air Force program that will satisfy Air Force Total Force mili-
tary personnel management.

The Defense Enterprise Accounting and Management System is jointly sponsored
by the Air Force, U.S. Transportation Command (TRANSCOM), and the Defense Fi-
nance and Accounting Service. The program will provide accurate, reliable, and
timely financial information using standardized business rules and processes that
comply with existing laws, regulations, and policies. When fully operational,
DEAMS is expected to maintain control and accountability of about $160 billion in
Air Force general funds and the Transportation Working Capital Fund. DEAMS will
eventually replace or subsume nine legacy systems as it becomes fully operational
and will provide the Air Force with financial management capabilities, including
collections, commitments and obligations, cost accounting, general ledger, funds con-
trol, receipt and acceptance, accounts payable and disbursement, billing, and finan-
cial reporting for the general fund.

The Defense Enterprise Accounting and Management System has been used at
Scott Air Force Base and DFAS Limestone since 2010, and has been successfully
used to process over $11.5 billion in transactions during fiscal years 2010 and 2011.
Moving forward, our current program plan calls for completion of maturation of the
current operational baseline by April 2012, followed by an operational assessment
and then deployment of that capability to five additional Air Force bases by June
2013. We expect to complete development and deployment of DEAMS across
TRANSCOM by the end of fiscal year 2014 and across the operational Air Force,
Air Force Materiel Command (AFMC) and Air Force Space Command by the end
of fiscal year 2016. DEAMS will not only be critical to sustaining audit readiness,
but also have real cost benefit. The Air Force expects that DEAMS will support a
more than $300 million annual savings once it is fully deployed by providing real-
time visibility into costs and allowing timely reallocation of dollars while reducing
unliquidated obligations and accounts receivable. The program successfully achieved
a Milestone B decision in January 2012, and the program is now aligned with the
streamlined acquisition policies for Business/IT system put forward by the DOD.
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The Expeditionary Combat Support System is intended to provide the Air Force
with a single, integrated logistics system, including transportation, supply, mainte-
nance and repair, engineering and acquisition, for both the working capital and gen-
eral funds. It will streamline the supply chain management process in the Air Force.
Unfortunately, program performance on ECSS has continued to be poor. As a result,
the Air Force raised concerns to the DOD Milestone Decision Authority and the De-
partment is now engaged in strategic reassessment of the overall program. The re-
assessment will maintain focus on addressing both audit readiness and achievement
of genuine logistics return on investment. A joint OSD-Air Force team rec-
ommended restructuring ECSS to focus on four critical logistics capabilities. The Air
Force is currently drafting a Critical Change Report based on these recommenda-
tions to formally notify Congress of the restructure plan and expects delivery of that
report by May 2012.

The Air Force recognizes the major challenges involved in ERP efforts. In working
with OSD and GAO, the Air Force has taken appropriate action to address concerns
identified through internal and external reviews of both programs. In the case of
DEAMS, we focused on end of year activities and user stability issues, measuring
our progress against those efforts weekly. Our efforts resulted in achieving Mile-
stone B authority in January 2012. We are actively working network latency issues
and the program is on track to deliver a much needed capability. ECSS has not
fared as well; the Air Force is restructuring the program in accordance with the
OSD-led assessment and entered the Critical Change Report process February 2012
with an estimated delivery of the report 60 days later.

The Air Force Integrated Personnel and Pay System (Air Force-IPPS) will inte-
grate 105 Personnel and Pay processes, including the core personnel actions that
drive payroll management, for the more than 500,000 Active Duty, Reserve, and
Guard members of the Air Force. Air Force-IPPS will directly enable synchroni-
zation of data, improve personnel asset visibility for combatant commanders, reduce
payroll errors, and streamline clean audit compliance. It was initiated in fiscal year
2009 and is planned for full operational capability by October 2016. Air Force-IPPS
is expected to replace 22 legacy information technology platforms reducing current
annual system total cost of ownership from $110 million to $65 million. Air Force-
IPPS will replace the Air Force’s pay operations currently conducted on the Defense
Joint Military Pay System and will reduce today’s 85,000 annual pay cases requir-
ing manual processing by 75 percent and improve payroll timeliness from 93 percent
to 97 percent. The Air Force is currently planning to release the Request for Pro-
posal May 2012.

We are building on internal Air Force and independent audits by advancing our
major IT efforts to deliver capabilities in more manageable steps. This is done with-
in our broader efforts to adjust our IT modernization and sustainment spending re-
views and certifications. As we review and certify our IT systems to comply with
section 2222 of title 10, audit readiness is a key evaluation factor for both mod-
ernization and sustainment of financial and financial feeder systems.

We recognize the challenges in front of us. We have put into action people, proc-
ess, and system changes to achieve audit readiness and improve management dis-
cipline in our financial business processes. We have developed and achieved key in-
terim milestones and continue to develop business systems acquisition and engineer-
ing strategies in accordance with relevant laws. While we certainly see moderate
risk and many challenges ahead, we are strongly committed to achieving the 2014
Statement of Budgetary Resources audit goal and the ultimate goal of full
auditability by 2017. We appreciate this subcommittee’s interest and advice in our
audit readiness efforts and look forward to continuing to work with you in achieving
auditable financial statements for the U.S. Air Force.

Senator McCASKILL. Mr. Khan?

STATEMENT OF ASIF A. KHAN, DIRECTOR, FINANCIAL MAN-
AGEMENT AND ASSURANCE, GOVERNMENT ACCOUNT-
ABILITY OFFICE

Mr. KHAN. Good afternoon, Chairman McCaskill. I am here today
to discuss the status of financial management improvements and
business transformation in DOD.

At the outset, I would like to thank the subcommittee for holding
this hearing and acknowledge the importance of focusing attention
on actions needed to meet difficult challenges.
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Effective financial management and reporting are important for
DOD decisionmakers and their accountability for their stewardship
of Federal funds. Financial management is integral to other DOD
business operations such as acquisition, logistics, and supply chain
management, that provide crucial support to the DOD mission and
it depends on business information systems to store, compile, proc-
ess, and report reliable and auditable data.

In my testimony today, I will provide GAO’s perspectives on the
financial management weaknesses that impede DOD’s progress to-
wards auditability and efforts to resolve them and the difficulties
DOD is experiencing in implementing business information sys-
tems to support its financial improvement. My testimony is based
on our work at DOD.

DOD’s FIAR plan, the plan’s semiannual updates, and the FIAR
guidance, establish a strategy, track progress, and provide instruc-
tions for DOD military and other components’ achievement of
auditability. Interim milestones mark components’ progress to-
wards the ability to produce a full set of auditable financial state-
ments. Congress has mandated DOD audit readiness by fiscal year
2017, and Defense Secretary Panetta has now accelerated to fiscal
year 2014 a major milestone towards that objective, an auditable
SBR.

DOD leaders have shown commitment to improving DOD’s finan-
cial management, and its components are taking action in response
to our recommendations. Yet, much remains to be done. We have
found problems that continue to impede progress, including defi-
ciencies in processes and controls, missed interim milestones, and
premature assertions of audit readiness.

In 2011, we reported on the difficulties of DOD components in
producing an auditable SBR. For example, two assessable units we
selected for review, the Navy and the Air Force, did not fully follow
the FIAR guidance and the work did not support their conclusions
of audit readiness. In our review of the Army’s military payroll
processes, staff was not able to locate documentation needed to
support payments to Active Duty military personnel. We found de-
ficiencies in the Navy’s attempt to reconcile its fund balance with
those in the Treasury records, a key step in preparing the SBR.
The Marine Corps has not been able to receive an opinion on its
SBR due to a lack of supporting documentation. The Marine Corps
has made progress in remediating many of the weaknesses identi-
fied in the fiscal year 2010 audit, and audit efforts continue on the
SBR for fiscal year 2012.

Regarding business transformation, DOD has said that it con-
siders a successful implementation of its ERPs critical to trans-
forming its business operations, addressing longstanding weak-
nesses, and ensuring that DOD meets its auditability goals. We
have reported that several ERPs have cost overruns and time slip-
pages. In 2011, we reported that assessment of Army and Air Force
accounting systems found operational problems, gaps in capabilities
that required manual work-arounds, and training that was not fo-
cused on system operations. As a result, financial services staff had
difficulty using these systems to perform daily operations. Our own
assessment of these systems had similar results.
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GAO also reported in 2011 on weaknesses in DOD enterprise ar-
chitecture and business processes that affect DOD’s auditability.
While DOD and the military departments largely follow DOD’s
business process reengineering guidance to assess business system
investments, they have not yet performed the key step of validating
assessment results. DOD has taken corrective actions in response
to our recommendations, and we have work underway to evaluate
its continuing efforts.

In closing, we are encouraged by the sustained commitment of
the DOD leadership. Duty components now have the responsibility
to implement the FIAR plan and respond to our recommendations
and to implement our recommendations and those of the IG. That
must be followed through with actions in full accordance with the
FIAR guidance, and business systems following the best practice
and sustained progress over the long-term will be needed for full
auditability. To support the subcommittee’s oversight, GAO will
continue monitoring and reporting on DOD’s financial management
improvement efforts.

Madam Chairman, this concludes my prepared statement. I will
be pleased to answer any questions that you or others may have.
Thank you.

[The prepared statement of Mr. Khan follows:]

PREPARED STATEMENT BY ASIF A. KHAN

Chairman McCaskill, Ranking Member Ayotte, members of the subcommittee:

It is a pleasure to be here today to discuss the status of the Department of De-
fense’s (DOD) efforts to improve its financial management and related business op-
erations and to achieve audit readiness. DOD has been required to prepare depart-
ment-wide financial statements and have them audited since 1997 but through 2011
has not been able to meet this requirement.! On October 13, 2011, the Secretary
of Defense directed the department to achieve audit readiness for the Statement of
Budgetary Resources (SBR) for General Fund?2 activities by the end of fiscal year
20143 as an interim milestone toward meeting the mandate in the National Defense
Authorization Act (NDAA) for Fiscal Year 2010 to achieve full audit readiness for
DOD’s complete set of financial statements by the end of 2017.4 Given the Federal
Government’s fiscal challenges, it is more important than ever that Congress, the
administration, and Federal managers have reliable, useful, and timely financial
and performance information, particularly for the government’s largest department.

Today, I will discuss DOD’s progress toward: (1) achieving the goals of an
auditable SBR by fiscal year 2014 and a complete set of auditable financial state-
ments by fiscal year 2017, including the development of interim milestones for both
audit readiness goals, (2) acquiring and implementing new enterprise resource pro-
grams and other critical financial management systems, (3) reengineering business
processes and instituting needed controls, and (4) implementing a comprehensive
business enterprise architecture and transition plan, and improved investment con-
trol processes. My statement today is primarily based on our prior work related to
the department’s efforts to achieve audit readiness, implement modernized business
systems and a business enterprise architecture, and reengineer its business proc-
esses. In addition, we are providing information on DOD’s updated plans for achiev-
ing auditability presented at a February 2012 briefing. Specifically, we are pre-

1The Chief Financial Officers Act of 1990, Pub. L. No. 101.576, title III, § 303, 104 Stat. 2838,
2849 (Nov. 15, 1990), initially required annual audited financial statements of certain DOD com-
ponents and activities, but the Government Management Reform Act of 1994, Pub. L. No. 103—
356, §405, 108 Stat. 3410, 3415 (Oct. 13, 1994), expanded the annual requirement to depart-
ment-wide financial statements beginning with fiscal year 1996, which at the time had to be
prepared no later than March 1, 1997. See 31 U.S.C. §35

2 An agency’s general fund accounts are those accounts in the U.S. Treasury holding all Fed-
eral money not allocated by law to any other fund account. GAO, High-Risk Series: An Update,
GAO0-11-278 (Washington, DC: Feb. 16, 2011).

3DOD, Secretary of Defense Memorandum “Improving Financial Information and Achieving
Audit Readlness October 13, 2011

4Pub. L. No. 111 84, §1003(a) (b) 123 Stat. 2190, 2439-40 (Oct. 28, 2009).
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senting a comparison of key milestones in the February 2012 DOD briefing> that
outlined its plans to accelerate the timeframe to achieve SBR auditability with
DOD’s May 2011 Financial Improvement and Audit Readiness (FIAR) plan. We also
conducted interviews with DOD officials about the February 2012 briefing. We did
not independently verify information contained in the February 2012 briefing with
DOD or any of its components or agencies. Our work on which this testimony is
based was conducted in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe the evidence obtained provides
a reasonable basis for our findings and conclusions based on our audit objectives.
Additional information on our scope and methodology is available in previously
issued products.

BACKGROUND

According to the fiscal year 2013 President’s budget, DOD accounts for about 57
percent of the discretionary Federal budget authority. (See figure 1.)

Figure 1: Comparison of DOD’s Fiscal Year Budget Authority with That of Other
Federal Agencies

5% - Department of Veterans Affairs

- 5% - Department of Education

6% - Department of Health and Human
Services

27% - All other agencies

57% - Department of Defense

Source: GAO analysis of FY 2013, Historical Tables, Budget of the United States Government.

For fiscal year 2011, of the 24 agencies covered by the Chief Financial Officers
Act of 1990 (CFO Act), DOD was the only agency to receive a disclaimer of opinion
on all of its financial statements.6 The DOD Inspector General (IG) reported that:

o the department’s fiscal year 2011 financial statements would not substan-
tially conform to generally accepted accounting principles;

e DOD’s financial management and feeder systems were unable to ade-
quately support material amounts on the financial statements; and

e longstanding material internal control weaknesses identified in prior au-
dits continued to exist, including material weaknesses in areas such as fi-
nancial management systems, Fund Balance with Treasury, Accounts Re-
ceivable, and General Property, Plant, and Equipment.

In 2005, the DOD Comptroller first prepared the Financial Improvement and
Audit Readiness (FIAR) Plan for improving the department’s business processes.
The FIAR Plan is DOD’s strategic plan and management tool for guiding, moni-

50ffice of the Secretary of Defense (Comptroller), Accelerated FIAR Plan, presented to the
staff of the House Committee on Oversight and Government Reform, February 14, 2012.

6In a disclaimer of opinion, the auditor does not express an opinion on the financial state-
ments. A disclaimer of opinion is appropriate when the audit scope is not sufficient to enable
the auditor to express an opinion, or when there are material uncertainties involving a scope
limitation—a situation where the auditor is unable to obtain sufficient appropriate audit evi-
dence.
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toring, and reporting on the department’s financial managelllent improvement ef-
forts. As such, the plan communicates progress in addressing the department’s fi-
nancial management weaknesses arid achieving financial statement auditability. In
accordance with the NDAA for Fiscal Year 2010, DOD provides reports to relevant
congressional committees on the status of DOD’s implementation of the FIAR Plan
twice a year—no later than May 15 and November 15.7

The NDAA for Fiscal Year 2010 also mandated that the FIAR Plan include the
specific actions to be taken to correct the financial management deficiencies that im-
pair the department’s ability to prepare timely, reliable, and complete financial
management information.® In May 2010, the DOD Comptroller issued the FIAR
Guidance to implement the FIAR Plan. The FIAR Guidance provides a standardized
methodology for DOD components to follow for achieving financial management im-
provements and auditability. The FIAR Guidance requires DOD components to iden-
tify and prioritize their business processes into assessable units,® and then prepare
a Financial Improvement Plan (FIP} for each assessable unit in accordance with the
FIAR Guidance. Many of the procedures required by the FIAR Guidance are con-
sistent with selected procedures for conducting a financial audit, such as testing in-
ternal controls and information system controls. In September 2010, we reported
that the department needed to focus on implementing its FIAR Plan and that the
key to successful implementation would be the efforts of the DOD military compo-
nents and the quality of their individual FIPs.10

A FIP serves as a framework of steps and documentation requirements for both
planning and implementing the FiAR Guidance. For example, civilian and military
pay are two assessable units for which DOD components such as the Army, Navy,
and Air Force are expected to develop and implement FIPs in accordance with the
FIAR Guidance. The steps required for these plans include assessing processes, con-
trols, and systems; identifying and correcting weaknesses; assessing, validating, and
sustaining corrective actions; and ultimately achieving audit readiness. After a com-
ponent’s management determines that an assessable unit is ready for audit, both
the DOD Comptroller and the DOD Inspector General (IG) review the related FIP
documentation to determine if they agree with management’s conclusion of audit
readiness.

DOD intends to progress toward achieving financial statement auditability by exe-
cuting the FIAR Guidance methodology for groups of assessable units across four
waves. Under the FIAR Plan, successful execution of the FIAR Guidance method-
ology for groups of assessable units across these waves is intended to result in the
audit readiness of various components’ financial statements through fiscal year
2017. The first two waves of the FIAR Plan focus on achieving the DOD Comptrol-
ler’s interim budgetary priorities, which DOD believes should lead to an auditable
SBR. The third wave focuses on accountability for DOD’s mission-critical assets, and
the fourth wave focuses on the remaining assessable units constituting DOD’s com-
plete set of financial statements.

As mentioned earlier, the Secretary of Defense directed the department to achieve
audit readiness for the SBR for General Fund activities by the end of fiscal year
2014. The NDAA for Fiscal Year 2012 reinforced this directive by requiring that the
next FIAR Plan Status Report—to be issued in May 2012—include a plan, with in-
terim objectives and milestones for each military department and the defense agen-
cies, to support the goal of SBR audit readiness by 2014.11 The NDAA for Fiscal
Year 2012 also requires the plan to include process and control improvements and
business systems modernization efforts necessary for the department to consistently
prepare timely, reliable, and complete financial management information.

The SBR is the only financial statement predominantly derived from an entity’s
budgetary accounts in accordance with budgetary accounting rules, which are incor-
porated into generally accepted accounting principles (GAAP) for the Federal Gov-
ernment. The SBR is designed to provide information on authorized budgeted spend-
ing authority reported in the budget of the U.S. Government (President’s budget),
including budgetary resources, availability of budgetary resources, and how obli-
gated resources have been used.

7Pub. L. No. 111-84, sec. 1003(b).

8Pub. L. No. 111-84, sec. 1003(a)(2).

9 An assessable unit can be any part of the financial statements, such as a line item or a class
of assets (e.g., civilian pay or military equipment). a class of transactions. or it can be a process
or a system that helps produce the financial statements.

10 10GAO, Department of Defense: Financial Management Improvement and Audit Readiness
Efforts Continue to Evolve. GA0-10-1059T (Washington, DC: Sept. 29, 2010).

11Pub. L. No. 112-81, § 1003, 125 Stat. 1298, 1555 (Dec. 31, 2011).
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Overview of DOD’s Accounting and Business Operations

In November 1990, DOD created the Defense Finance and Accounting Service
(DFAS) as its accounting agency to consolidate, standardize, and integrate finance
and accounting requirements, functions, procedures, operations, and systems.!2 The
military services continue to perform certain finance and accounting activities at
each military installation. These activities vary by military service depending on
what the services retained and the number of personnel they transferred to DFAS.
As DOD’s accounting agency, DFAS is critical to DOD auditability as it records
transactions in the accounting records, prepares thousands of reports used by man-
agers throughout DOD and by Congress, and prepares DOD-wide and service-spe-
cific financial statements. The military services play a vital role in that they author-
ize most of DOD’s expenditures and are the source of most of the financial informa-
tion that DFAS uses to make payroll and contractor payments. The military services
also have responsibility for most of DOD’s assets and the related information needed
by DFAS to prepare annual financial statements required under the CFO Act.

To support its operations, DOD performs an assortment of interrelated and inter-
dependent business functions, such as logistics, procurement, health care, and finan-
cial management. As we have previously reported, the DOD systems environment
that supports these business functions has been overly complex, decentralized, and
error prone, characterized by: (1) little standardization across the department; (2)
multiple systems performing the same tasks and storing the same data; and (3) the
need for data to be entered manually into multiple systems. For fiscal year 2012,
the department requested about $17.3 billion to operate, maintain, and modernize
its business systems. DOD has reported that it relies on 2,258 business systems, in-
cluding 335 financial management systems, 709 human resource management sys-
tems, 645 logistics systems, 243 real property and installation systems, and 281
weapon acquisition management systems.

Importance of Business Enterprise Architecture and Reengineering Business Proc-
esses

For decades, DOD has been challenged in modernizing its timeworn business sys-
tems. Since 1995, GAO has designated DOD’s business systems modernization pro-
gram as high risk. In June 2011, we reported that the modernization program had
spent hundreds of millions of dollars on an enterprise architecture and investment
management structures that had limited value.1® As our research on public and pri-
vate sector organizations has shown, two essential ingredients to a successful sys-
tems modernization program are an effective institutional approach to managing in-
formation technology (IT) investments and a well defined enterprise architecture.4
For its business systems modernization, DOD is developing and using a federated
business enterprise architecture, which is a coherent family of parent and sub-
sidiary architectures, to help modernize its nonintegrated and duplicative business
operations and the systems that support them.

Section 1072 of the NDAA for Fiscal Year 2010 requires that programs submitted
for approval under DOD’s business system investment approach be assessed to de-
termine whether or not appropriate business-process reengineering efforts have
been undertaken. The act further states that these efforts should ensure that the
business process to be supported by the defense business system modernization will
be as streamlined and efficient as practicable and the need to tailor commercial off-
the-shelf systems to meet unique requirements or incorporate unique interfaces has
been eliminated or reduced to the maximum extent practicable.15

CHALLENGES IN ACHIEVING AUDIT READINESS

GAO’s recent work highlights the types of challenges facing DOD as it strives to
attain audit readiness and reengineer its business processes and systems. DOD
leadership has committed DOD to the goal of auditable financial statement and has
developed FIAR Guidance to provide specific instructions for DOD components to
follow for achieving auditability incrementally. The department and its components
also established interim milestones for achieving audit readiness for various parts
(or assessable units) of the financial statements. These efforts are an important step
forward. The urgency in addressing these challenges has been increased by the re-
cent efforts to accelerate audit readiness time frames, in particular attaining audit
readiness for the department’s SBR by fiscal year 2014. Our September 2011 report

12DOD Directive 5118.5, “Defense Finance and Accounting Service” (Nov. 26, 1990).

13 GAO, Department of Defense: Further Actions Needed to Institutionalize Key Business Sys-
tem Modernization Management Controls, GA0-11-684 (Washington, DC: June 29, 2011).

14 GA0-11-684.

15Pub. L. No.111-84, § 1072 (amending 10 U.S.C. 2222).
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highlights the types of challenges DOD may continue to face as it strives to attain
audit readiness, including instances in which DOD components prematurely as-
serted audit readiness and missed interim milestones.1® Also, DOD’s efforts over the
past couple of years to achieve audit readiness for some significant SBR assessable
units have not been successful. However, these experiences can serve to provide les-
sons for DOD and its components to consider in addressing the department’s
auditability challenges.

DOD Component Compliance with FIAR Guidance Is Crucial to Ensuring Audit
Readiness

DOD’s ability to achieve department-wide audit readiness is highly dependent on
its military components’ ability to effectively develop and implement FIPs in compli-
ance with DOD’s FIAR Guidance. However, in our September 2011 report, we iden-
tified several instances in which the components did not prepare FIPs that fully
complied with the FIAR Guidance, resulting in premature assertions of audit readi-
ness.

Specifically, as we reported in September 2011, the FIAR Guidance provides a
reasonable methodology for the DOD components to follow in developing and imple-
menting their FIPs.17 It details the roles and responsibilities of the DOD compo-
nents, and prescribes a standard, systematic approach that components should fol-
low to assess processes, controls, and systems, and identify and correct weaknesses
in order to achieve auditability. When DOD components determine that sufficient
financial improvement effort have been completed for an assessable unit in accord-
ance with the FIAR Guidance and that the assessable unit is ready for audit, the
FIP documentation is used to support the conclusion of audit readiness. Thus, com-
plying with the FIAR Guidance can provide a consistent, systematic means for DOD
components to achieve and verify audit readiness incrementally.

We found that when DOD components did not prepare FIPs that fully complied
with the FIAR Guidance, they made assertions of audit readiness prematurely and
did not achieve interim milestones.'® While the components initially appeared to
meet some milestones by asserting audit readiness in a timely manner, reviews of
supporting documentation for the FIPs of two assessable units and full audits of the
Marine Corps’ SBR revealed that the milestones had not been met because the as-
sessable units were not actually ready for audit. For example, the Navy asserted
audit readiness for its civilian pay in March 2010 and the Air Force asserted audit
readiness for its military equipment in December 2010. However, we reported that
neither component had adequately developed and implemented their FIPs for these
assessable units in accordance with the FIAR Guidance and were therefore not
ready for audit. The Marine Corps first asserted financial audit readiness for its
General Fund SBR on September 15, 2008. The DOD IG reviewed the Marine Corps’
assertion package and on April 10, 2009, reported that the assertion of audit readi-
ness was not accurate, and that its documentation supporting the assertion was not
complete. GAO has made prior recommendations to address these issues. DOD has
generally agreed with these recommendations and is taking corrective actions in re-
sponse.

Reported DOD Progress toward Audit Readiness for the Statement of Budgetary Re-
sources

The Secretary of Defense’s direction to achieve audit readiness for the SBR by the
end of 2014 necessitated that DOD’s components revise some of their plans and put
more focus on short-term efforts to develop accurate data for the SBR in order to
achieve this new accelerated goal.l® In August 2011, DOD’s military components
achieved one milestone toward SBR auditability when they all received validation
by an independent public accounting firm that their Appropriations Receipt and Dis-
tribution—a section of the SBR—was ready for audit. In addition, the November
2011 FIAR Plan Status Report indicated that the Air Force, achieved audit readi-
ness for its Fund Balance with Treasury (FBWT).

16 GAO, DOD Financial Management: Improvement Needed in DOD Components’ Implemen-
tation of Audit Readiness Effort, GA0-11-851 (Washington, DC: September 13, 2011).

17GA0-11-851.

18 GAO-11-851.

19In addition to requiring audit readiness of the SBR, the Secretary’s memo also directed the
DOD Comptroller to increase emphasis on accountability for assets; execute a full review of the
department’s financial controls over the next 2 years and establish interim goals for assessing
progress; ensure mandatory training for audit and other key financial efforts, and establish a
pilot certification program for financial managers; appropriately resource efforts to meet these
goals; and meet the legal requirement for full financial statement audit readiness by 2017.
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Further, in a February 2012 briefing on its accelerated plans, DOD indicated that
7 of 24 material general fund Defense Agencies and Other Defense Organizations
are either already sustaining SBR audits or are ready to have their SBRs audited.20
These accomplishments represent important positive steps. Nevertheless, achieving
audit readiness for the military components’ full SBRs is likely to poses significant
challenges based on the longstanding financial management weaknesses and audit
issues affecting key SBR assessable units. Our recent reports highlight some of the
difficulties that the components have experienced recently related to achieving an
auditable SBR, including:

e the Army’s inability to locate and provide supporting documentation for
its military pay;2!

e the Navy’s and Marine Corps’ inability to reconcile their Fund Balance
with Treasury accounts;22 and

e the Marine Corps’ inability to provide sufficient documentation to audi-
tors of its SBR.23

To achieve SBR audit readiness by 2014, DOD and its components need acceler-
ated, yet feasible, well-developed plans for identifying and correcting weaknesses in
the myriad processes involved in producing the data needed for the SBR. While
DOD has developed an accelerated FIAR Plan to provide an overall view of the de-
partment’s approach for meeting the 2014 goal, most of the work must be carried
out at the component level.

Army’s Inability to Accurately Account for Military Pay

The Army’s active duty military payroll, reported at $46.1 billion for fiscal year
2010, made up about 20 percent of its reported net outlays for that year. As such,
it is significant to both Army and DOD efforts to achieving auditability for the SBR.
For years, we and others have reported continuing deficiencies in the Army’s mili-
tary payroll processes and controls.24 Moreover, other military components such as
the Air Force and Navy share some of these same military payroll deficiencies.

In March 2012, we reported that the Army could not readily identify a complete
population of its payroll accounts for fiscal year 2010.25 DOD’s FIAR Guidance
states that identifying the population of transactions is a key task essential to
achieving audit readiness. However, the Army and DFAS-Indianapolis (DFAS-IN),
which is responsible for accounting, disbursing, and reporting for the Army’s mili-
tary personnel costs, did not have an effective, repeatable process for identifying the
population of active-duty payroll records. For example, it took 3 months and re-
peated attempts before DFAS—IN could provide a population of servicemembers who
received active duty Army military pay in fiscal year 2010. Further, because the
Army does not have an integrated military personnel and payroll system, it was
necessary to compare the payroll file to active Army personnel records. However,
DOD’s central repository for information on DOD-affiliated personnel did not have
an effective process for comparing military pay account files with military personnel
files to identify a valid population of military payroll transactions.

In addition, the Army and DFAS-IN were unable to provide documentation to
support the validity and accuracy of a sample of fiscal year 2010 payroll trans-
actions we selected for review. For example, DFAS-IN had difficulty retrieving and
providing usable Leave and Earnings Statement files and the Army was unable to
locate or provide supporting personnel documents for a statistical sample of fiscal

20 According to the February 2012 accelerated plan, the seven defense agencies and Other De-
fense Organizations that are already sustaining SBR audits are the Defense Finance and Ac-
counting Service(DFAS), Defense Contract Audit Agency (DCAA), TRICARE Management Activ-
ity-Contract Resource Management, Defense Commissary Agency, Medicare Eligible Retiree
Healthcare Fund, Military Retirement Fund, and the DOD Office of the Inspector General.

21GAO, DOD Financial Management: The Army Faces Significant Challenges in Achieving
Audit Readiness for Its Military Pay, GA0-12-501T (Washington, DC: March 22, 2012).

22 GAO, DOD Financial Management: Ongoing Challenges with Reconciling Navy and Marine
Corps Fund Balance with Treasury, GA0-12-132 (Washington, DC: Dec. 20, 2011).

23 GAO, DOD Financial Management: Marine Corps Statement of Budgetary Resources Audit
Results and Lessons Learned, GA0-11-830 (Washington, DC: Sept. 15, 2011).

24 DOD Inspector General, Active Duty Military Personnel Accounts Were Generally Valid and
Secure, but DOD May have Made Improper Payments, D-2011-093 (Arlington, VA: July 27,
2011); GAO, Military Pay: The Defense Finance and Accounting Service-Indianapolis Could Im-
prove Control Activities over Its Processing of Active Duty Army Military Personnel Federal
Payroll Taxes, GA0-09-557R (Washington, DC: June 18, 2009); Military Pay: Hundreds of Bat-
tle-Injured GWOT Soldiers Have Struggled to Resolve Military Debts, GA0-06-494 (Wash-
ington, DC: Apr. 27, 2006}; Military Pay: Army National Guard Personnel Mobilized to Active
Duty Experienced Significant Pay Problems, GA0-04—-89 (Washington, DC: Nov. 13, 2003}.

25GAO, DOD Financial Management: The Army Faces Significant Challenges in Achieving
Audit Readiness for Its Military Pay, GA0-12-406 (Washington, DC: Mar. 22, 2012).



37

year 2010 Army military pay accounts. At the end of September 2011, 6 months
after we had provided them with our sample of 250 items, the Army and DFAS—
IN were able to provide complete documentation for only 2 of the sample items and
provided only partial documentation for another 3 items; they were unable to pro-
vide any documentation for the remaining 245 sample items.

At the time of our report, the Army had several military pay audit readiness ef-
forts planned or under way. Timely and effective implementation of these efforts
could help reduce the risk of DOD not achieving the SBR audit readiness goal of
2014. However, most of these actions are in the early planning stages. Moreover,
these initiatives, while important, do not address: (1) establishing effective processes
and systems for identifying a valid population of military payroll records; (2) ensur-
ing Leave and Earnings Statement files and supporting personnel documents are
readily available for verifying the accuracy of payroll records; (3) ensuring key per-
sonnel and other pay-related documents that support military payroll transactions
are centrally located, retained in servicemember Official Military Personnel Files,
or otherwise readily accessible; and (4) requiring the Army’s Human Resources
Command to periodically review and confirm that servicemembers’ Official Military
Personnel File records are consistent and complete to support annual financial audit
requirements. GAO has made prior recommendations to address these issues. DOD
has agreed with these recommendations and is taking corrective actions in response.

Navy’s and Marine Corps’ Inability to Reconcile Fund Balance with Treasury

A successful audit of the SBR is dependent on the ability to reconcile an agency’s
Fund Balance with Treasury (FBWT) with the Treasury records. FBWT is an ac-
count that reflects an agency’s available budget spending authority by tracking its
collections and disbursements. Reconciling a FBWT account with Treasury records
is a process similar in concept to reconciling a check book with a bank statement.
In December 2011, we reported that neither the Navy nor the Marine Corps had
implemented effective processes for reconciling their FBWT.26

The Navy and the Marine Corps rely on the DFAS location in Cleveland (DFAS-
CL) to perform their FBWT reconciliations. We found numerous deficiencies in
DFAS processes that impair the Navy’s and the Marine Corps’s ability to effectively
reconcile their FBWT with Treasury records, including the following:

e There are significant data reliability issues with the Defense Cash Ac-
countability System (DCAS), which records daily collections and disburse-
ments activity. The Navy and Marine Corps rely on DCAS to reconcile their
FBWT to Treasury records.

o DFAS-CL did not maintain adequate documentation for the sample items
we tested to enable an independent evaluation of its efforts to research and
resolve differences.

o DFAS-CL recorded unsupported entries (plugs) to force the Navy and
Marine Corps appropriation balances to agree with those reported by Treas-
ury instead of investigating and resolving differences between these two
services’ appropriation balances and those maintained by Treasury.

Navy, Marine Corps, and DFAS-CL officials acknowledged that existing FBWT
policies and procedures were inadequate. Navy and DFAS-CL officials stated that
the base realignment and closure changes from 2006 through 2008 resulted in loss
of experienced DFAS-CL personnel and that remaining staff have not received the
needed training. In response to our recommendations, the Navy is developing a plan
of action and milestones intended to address the Navy’s audit readiness weaknesses,
including FBWT required reconciliations.

Difficulty in Auditing the Marine Corps’ Statement of Budgetary Resources

The Marine Corps received disclaimers of opinion from its auditors on its fiscal
year 2010 and 2011 SBRs because it could not provide supporting documentation
in a timely manner, and support for transactions was missing or incomplete. Fur-
ther, the Marine Corps had not resolved significant accounting and information
technology (IT) system weaknesses identified in the fiscal year 2010 SBR audit ef-
fort.

The auditors also reported that the Marine Corps did not have adequate processes
and controls, including systems controls, for accounting and reporting on the use of
budgetary resources. Further, the Marine Corps could not provide evidence that rec-
onciliations for key accounts (such as FBWT) and processes were being performed
on a monthly basis. The auditors also identified ineffective controls in key IT sys-
tems used by the Marine Corps to process financial data. During fiscal year 2011,

26 GA0-12-132.
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however, the Marine Corps was able to demonstrate progress toward auditability.
For example, its auditors confirmed that as of October 2011, the Marine Corps had
fully implemented 50 out of 139 fiscal year 2010 audit recommendations.

The results of the audit for fiscal year 2010 provided valuable lessons on pre-
paring for a first-time financial statement audit. In our September 2011 report, we
identified five fundamental lessons that are critical to success.2? Specifically, the
Marine Corps’ experience demonstrated that prior to asserting financial statement
audit readiness, DOD components must: (1) confirm completeness of populations of
transactions and address any abnormal transactions and balances; (2) test begin-
ning balances; (3) perform key reconciliations; (4) provide timely and complete re-
sponse to audit documentation requests; and (5) verify that key IT systems are com-
pliant with the Federal Financial Management Improvement Act of 1996 28 and are
auditable. GAO has made prior recommendations to address these issues. DOD has
generally agreed with these recommendations and is taking corrective actions in re-
sponse.

These issues are addressed in GAO’s Standards for Internal Control in the Fed-
eral Government 29 and DOD’s FIAR Guidance. During our audit, Navy, Army, and
Air Force FIP officials stated that they were aware of the Marine Corps lessons and
were planning to, or had, incorporated them to varying degrees into their audit
readiness plans.

Accelerated Plans for SBR Are in Progress

In its November 2011 FIAR Plan, DOD provided an overall view of it accelerated
FIAR Plan for achieving audit readiness of its SBR by the end of fiscal year 2014.
In its February 2012 briefing, DOD recognized key factors that are needed to
achieve auditability such as the consistent involvement of senior leadership as well
as the buy-in of field commanders who ultimately must implement many of the
changes needed. The plan also provided interim milestones for DOD components
such as the Army, Navy, Air Force, Defense Logistics Agency, and other defense
agencies. Acceleration substantially compresses the time allotted for achieving some
of these milestones. For example, the May 2011 FIAR Plan Status Report indicated
that the Air Force had planned to validate its audit readiness for many SBR-related
assessable units in fiscal year 2016 and that its full SBR would not be ready for
audit until2017. However, the February 2012 briefing on the accelerated plans indi-
cated that most of the Air Force’s SBR assessable units will be audit-ready in fiscal
years 2013 or 2014. These revised dates reflect the need to meet the expedited audit
readiness goal of 2014. (See figure 2.)

27 GA0-11-830.

28 CFO Act agencies’ financial management systems are required by the Federal Financial
Management Improvement Act of 1996 (FFMIA) to comply with Federal financial management
systems requirements, applicable Federal accounting standards, and the U.S. Government
Standard General Ledger at the transaction level, Pub. L. No. 104-208, div. A, title VIII, §803,
110 Stat. 3009, 3009-390 (Sept. 30, 1996).

29 GAO, Standards for Internal Control in the Federal Government (Supersedes AIMD-98-
21.3.1), AIMD-00-21.3.1, (Washington, DC: November 1999).
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As discussed earlier, the key to audit readiness is for DOD components to effec-
tively develop and implement FIPs for SBR assessable units, and to meet interim
milestones as they work toward the 2014 goal. According to Navy officials, the Navy
plans to prepare a FIP for each of several assessable units that make up the SBR.
For example, for its SBR, Navy officials told us they have identified assessable units
for appropriations received, and for various types of expenditures for which funds
are first obligated and then disbursed, such as military pay, civilian pay, contracts,
and transportation of people. The Air Force will prepare FIPs for assessable units
similar to those of the Navy. Army officials told us they are taking a different ap-
proach from the Navy. They said that instead of developing FIPs for discrete assess-
able units constituting the SBR, they are preparing only one FIP for one audit read-
iness date for the Army’s entire SBR, an approach similar to that of the Marine
Corps.

EFFECTIVE IMPLEMENTATION OF BUSINESS SYSTEMS IS CRITICAL

For years, DOD has been developing and implementing enterprise resource plan-
ning (ERP) systems, which are intended to be the backbone to improved financial
management.3° DOD considers the successful implementation of these ERP systems
critical to transforming its business operations and addressing longstanding weak-
nesses in areas such as financial and supply-chain management and business sys-
tems modernization. DOD officials have also stated that these systems are critical
to ensuring the department meets its mandated September 30, 2017, goal to have
auditable department wide financial statements. However, as we recently reported,
six of these ERP systems are not scheduled to be fully deployed until either fiscal
year 2017 or the end of fiscal year 2016.31

The DOD IG reported that the Navy developed and approved deployment of the
Navy ERP System without ensuring that the system complied with DOD’s Standard
Financial Information Structure (SFIS) and the U.S. Government Standard General

30 An ERP system is an automated system using commercial off-the-shelf software consisting
of multiple, integrated functional modules that perform a variety of business-related tasks such
as general ledger accounting, payroll, and supply chain management.

31DOD Inspector General, Navy Enterprise Resource Planning System Does Not Comply With
the Standard Financial Information Structure and. U.S. Government Standard General Ledger,
DOD IG-2012-051 (Arlington, VA: Feb. 13, 2012).
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Ledger.32 The DOD IG further stated that as a result, the Navy ERP System, which
is expected to manage 54 percent of the Navy’s obligation authority when fully de-
ployed, might not produce accurate and reliable financial information.

Two ERP systems—the Army’s General Fund Enterprise Business System
(GFEBS) and the Air Force’s Defense Enterprise Accounting and Management Sys-
tem (DEAMS)—are general ledger systems intended to support a wide range of fi-
nancial management and accounting functions. However, DFAS users of these sys-
tems told us that they were having difficulties using the systems to perform their
daily operations. Problems identified by DFAS users included interoperability defi-
ciencies between legacy systems and the new ERP systems, lack of query and ad
hoc reporting capabilities, and reduced visibility for tracing transactions to resolve
accounting differences. For example:

o Approximately two-thirds of invoice and receipt data must be manually
entered into GFEBS from the invoicing and receiving system due to inter-
face problems. Army officials explained that the primary cause of the prob-
lem was that the interface specification that GFEBS is required by DOD
to use did not provide the same level of functionality as the interface speci-
fication used by the legacy systems. At the time of our review, Army offi-
cials stated that they are working with DOD to resolve the problem, but
no time frame for resolution had been established.

e DEAMS did not provide the capability—which existed in the legacy sys-
tems—to produce ad hoc query reports that could be used to perform data
analysis needed for day-to-day operations. DFAS officials noted that when
DEAMS did produce requested reports, the accuracy of those reports was
questionable. According to DFAS officials, they are currently working with
DE%MS financial management to design the type of reports that DFAS
needs.

While we were told that as of February 2012, the Army and Air Force had correc-
tive actions under way to address identified deficiencies, specific timelines had not
been developed so that progress could be monitored.33

In February 2012, we reported that independent assessments of four ERPs—the
Army’s GFEBS and Global Combat Support System (GCSS-Army), and the Air
Force’s DEAMS and Expeditionary Combat Support System (ECSS)—identified
operational problems, such as deficiencies in data accuracy, inability to generate
auditable financial reports, the need for manual workarounds, and training.3¢ DOD
oversight authority limited the deployment of GFEBS and DEAMS on the basis of
the results of the independent assessments. However, in June 2011, DOD author-
ized continued deployment of GFEBS and delegated further GFEBS deployment de-
cisions to the Under Secretary of the Army.

In addition to functional issues, we found that training was inadequate. According
to DFAS personnel as of February 2012, the training they received for GFEBS and
DEAMS did not fully meet their needs. DFAS personnel informed us that the train-
ing focused on an overview of GFEBS and DEAMS and how the systems were sup-
posed to operate. While this was benefiCial in identifying how GFEBS and DEAMS
were different from the existing legacy systems, the training focused too much on
concepts rather than the skills needed for DFAS users to perform their day-to-day
operations. GAO has made prior recommendations to address these issues. DOD has
generally agreed with these recommendations and is taking corrective actions in re-
sponse.

CHALLENGES IN DEVELOPING AND IMPLEMENTING DOD’S BUSINESS ENTERPRISE
ARCHITECTURE AND INVESTMENT CONTROL PROCESSES

Improving the department’s business environment through efforts such as DOD’s
business enterprise architecture and improved business systems management is an
important part of helping DOD achieve auditability. In June 2011, we reported that
DOD had continued to make progress in implementing a comprehensive business
enterprise architecture, transition plan, and improved investment control proc-
esses.3®> However, we also reported that long standing challenges had yet to be ad-

32DOD Inspector General, Navy Enterprise Resource Planning System Does Not Comply With
the Standard Financial Information Structure and U.S. Government Standard General Ledger,
DOD 1IG-2012-051 (Arlington, VA: Feb. 13, 2012).

33GAO, DOD Financial Management: Implementation Weaknesses in Army and Air Force
Business Systems Could Jeopardize DOD’s Auditability Goals, GA0-12-134 (Washington, DC:
Feb. 28, 2012).

341 GA0-12-134.

35GA0-11-684.
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dressed. Specifically, we reported that while DOD continued to release updates to
its corporate enterprise architecture, the architecture had yet to be augmented by
a coherent family of related subsidiary architectures.3¢ For example, we reported
that while each of the military departments had developed aspects of a business ar-
chitecture and transition plan, none of them had fully developed a well defined busi-
ness enterprise architecture and transition plan to guide and constrain business
transformation initiatives.37

We also reported in June 2011 that DOD continued to improve its business sys-
tem investment management processes, but that much remained to be accomplished
to align these processes with investment management practices associated with in-
dividual projects and with portfolios of projects.3® With regard to individual projects,
DOD and the military departments all had documented policies and procedures for
identifying and collecting information about IT projects and systems to support their
business system investment management processes. However, neither DOD nor the
military departments had fully documented policies and procedures for selecting a
new investment, reselecting ongoing investments, integrating funding with invest-
ment selection, or management oversight of IT projects and systems. With regard
to portfolios of projects, DOD and the Departments of the Air Force and Navy had
assigned responsibility for managing the development and modification of IT port-
folio selection criteria. However, neither DOD nor the military departments had
fully documented policies and procedures for creating and modifying IT portfolio se-
lection criteria; analyzing, selecting, and maintaining their investment portfolios; re-
viewing, evaluating, and improving the performance of their portfolios; or con-
ducting post implementation reviews. In addition, while DOD largely followed its
certification and oversight processes, we reported that key steps were not per-
formed. For example, as part of the certification process, DOD assessed investment
alignment with the business enterprise architecture, but did not validate the results
of this assessment, thus increasing the risk that decisions regarding certification
would be based on inaccurate and unreliable information.

Since 2001, we have made recommendations to improve DOD’s business architec-
ture, enterprise transition plan, and business system investment management.3°
DOD has generally agreed with these recommendations and is taking corrective ac-
tions in response. It is essential that DOD implement our recommendations aimed
at addressing these longstanding challenges, as doing so is critical to the depart-
ment’s ability to establish the full range of institutional management controls need-
ed for its financial management as well as its overall business systems moderniza-
tion high-risk program. We have ongoing work to evaluate the department’s efforts
to comply with the NDAA for Fiscal Year 2012, as amended, including updating our
evaluations of DOD’s comprehensive business enterprise architecture and transition
plan and improved investment control processes.

DOD HAS BEGUN PERFORMING BUSINESS-PROCESS REENGINEERING ASSESSMENTS

Section 1072 of the NDAA for Fiscal Year 2010 requires that new DOD programs
be assessed to determine whether or not appropriate business-process reengineering
efforts have been undertaken. The act further states that these efforts should en-
sure that: (1) the business process to be supported by the defense business system

36 DOD’s business enterprise architecture approach calls for a federated approach, in which
the architecture consists of a family of coherent but distinct member architectures that conform
to an overarching corporate or parent architecture.

37GA0-11-684.

38 These best practices are identified in GAO IT investment management guidance. See GAO,
Information Technology Investment Management: A Framework for Assessing and Improving
Process Maturity, GA0—04-394G (Washington, DC: Mar. 2004).

39 See, for example, GAO, Information Technology: Architecture Needed to Guide Moderniza-
tion of DOD’s Financial Operations, GA0-01-525 (Washington, DC: May 17, 2001); DOD Busi-
ness Systems Modernization: Improvements to Enterprise Architecture Development and Imple-
mentation Efforts Needed, GA0-03-458 (Washington, DC: Feb. 28, 2003); Business Systems
Modernization: DOD Continues to Improve Institutional Approach, but Further Steps Needed,
GA0-06-658 (Washington, DC: May 15, 2006); Business Systems Modernization: Strategy for
Evolving DOD’s Business Enterprise Architecture Offers a Conceptual Approach, but Execution
Details Are Needed, GA0-07-451 (Washington, DC: Apr. 16, 2007); Business Systems Mod-
ernization: DOD Needs to Fully Define Policies and Procedures for Institutionally Managing In-
vestments, GA0-07-538 (Washington, DC: May 11, 2007); DOD Business Systems Moderniza-
tion: Progress in Establishing Corporate Management Controls Needs to Be Replicated Within
Military Departments, GA0-08-705 (Washington, DC: May 15, 2008); DOD Business Systems
Modernization: Recent Slowdown in Institutionalizing Key Management Controls Needs to Be
Addressed, GA0-09-586 (Washington, DC: May 18, 2009); Organizational Transformation: Mili-
tary Departments Can Improve Their Enterprise Architecture Programs, GA0-11-902 (Wash-
ington, DC, Sept 26, 2011).
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modernization will be as streamlined and efficient as practicable; and (2) the need
to tailor commercial off-the-shelf systems to meet unique requirements or incor-
porate unique interfaces has been eliminated or reduced to the maximum extent
practicable.4® In June 2011, we reported that, for those investments we reviewed,
DOD and the military departments used DOD’s Business Process Reengineering
Guidance (dated April 2011) to assess whether the investments complied with the
business-process reengineering requirement.4! Consistent with the guidance, DOD
and the military departments completed questionnaires to help them identify and
develop approaches to streamlining and improving existing business processes. Once
these assessments had been completed, the appropriate authorities asserted that
business-process reengineering assessments had been performed.

We also reported in June 2011 that while DOD and the military departments
largely followed DOD’s guidance, they did not perform the key step of validating the
results of these reengineering assessments to ensure that they, among other things,
accurately assessed process weaknesses and identified opportunities to streamline
and improve affected processes. The reason DOD did not follow key aspects of the
certification process-primarily not validating assessment results-was attributed in
part to unclear roles and responsibilities. According to military department officials
responsible for the investments we reviewed, validation activities did not occur be-
cause DOD policy and guidance did not explicitly require them to be performed. In
addition, there was no guidance that specified how assessments should be validated.
According to DOD officials, the oversight and designated approval authorities did
not validate the DOD level assessments and assertions because DOD policy and
guidance had not yet been revised to require these authorities to do so. We have
work underway to evaluate DOD’s efforts to improve its business system investment
process, including its efforts to address the act’s business process reengineering re-
quirement. GAO has made prior recommendations to address these issues. DOD has
agreed with these recommendations and is taking corrective actions in response.

CONCLUDING OBSERVATIONS

In closing, DOD has demonstrated leadership and sustained commitment since
the first issuance of its FIAR Plan in 2005 and through improvements and respon-
siveness to our recommendations since then. DOD has made progress through the
FIAR Guidance, with the development of a methodology for implementing the FIAR
strategy. Full compliance with the guidance can provide a consistent, systematic
process to help DOD components achieve and verify audit readiness. Without full
compliance, as we have seen in our work, components may assert audit readiness
while process deficiencies prevent validation, require corrective actions, and delay
an audit for another fiscal year.

Automated information systems are essential for modern accounting and record-
keeping. DOD is developing its ERP systems as the backbone of its financial man-
agement improvement and they are critical for transforming its business operations.
To be fully successful, implementation of ERP systems should be consistent with an
effective corporate enterprise architecture and the development of streamlined busi-
ness processes. DOD officials have stated that these systems are critical to ensuring
that the department meets its mandated September 30, 2017, goal to have auditable
department-wide financial statements. However, implementation has been delayed
by deficiencies in performance and the need for remedial corrective actions. DOD
components will evaluate cost-effective modifications to legacy systems and imple-
ment any necessary changes. According to DOD officials, for the ERP systems that
will not be fully deployed prior to the audit readiness goals, the DOD components
will need to identify effective workaround processes or modifications to legacy sys-
tems that will enable audit readiness.

DOD faces considerable implementation challenges and has much work to do if
it is to meet the goals of an auditable SBR by fiscal year 2014 and a complete set
of auditable financial statements by fiscal year 2017. It is critical that DOD con-
tinue to build on its current initiatives. Oversight and monitoring will also play a
key role in making sure that DOD’s plans are implemented as intended and that
lessons learned are identified and effectively disseminated and addressed. Absent
continued momentum and necessary future investments, the current initiatives may
falter, similar to previous well-intended, but ultimately failed, efforts.

We will continue to monitor the progress and provide feedback on the status of
DOD’s financial management improvement efforts. We currently have work in
progress to assess: (1) the FIAR Plan’s risk management process for identifying, as-

40Pub. L. No.111-84, §1072.
41GAO-11-684.
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sessing, and addressing risks that may impede DOD’s ability to achieve the 2017
financial audit readiness goal; (2) DOD’s funds control in relation to the reliability
of its financial statements; (3) the schedule and cost of Army’s GCSS; (4) compo-
nents’ efforts to prepare for SBR and full financial statement audits; and (5) DOD’s
actions in response to our recommendations. As a final point, I want to emphasize
the value of sustained congressional interest in the department’s financial manage-
ment improvement efforts, as demonstrated by this subcommittee’s leadership.

Chairman McCaskill, Ranking Member Ayotte, and members of the subcommittee,
this completes my prepared statement. I would be pleased to respond to any ques-
tions that you may have at this time.

GAO CONTACTS AND STAFF ACKNOWLEDGMENTS

If you or your staff have any questions about this testimony please contact me
at (202) 512-9869 or khana@gao.gov. Contact points for our Offices of Congressional
Relations and Public Affairs may be found on the last page of this testimony. GAO
staff who made key contributions to this testimony include Valerie Melvin, Director;
Cindy Brown Barnes, Assistant Director; Mark Bird, Assistant Director; Kristi
Karls; Michael Holland, Chris Yfantis, and Maxine Hattery.

Senator MCCASKILL. Thank you, Mr. Khan.

I think that Secretary Panetta’s directive for 2014 is one of those
good news/bad news things. I think it is good news because it real-
ly gets everyone leaning forward in a way that perhaps they had
not been. The bad news is I am worried about this manual work-
around.

I would like all of you to address this, and you can decide wheth-
er or not it is the CMO or whether it is the Assistant Secretaries
that do this. I need a yes or no about whether or not you are envi-
sioning a manual work-around for a one-time fix to get to the 2014,
and can you make any representations today on the record that you
will avoid a manual work-around, that you would be more willing
to say we cannot do it than do a manual work-around that is very
expensive and does not solve any long-term problem? We will start
with the Air Force and work our way down the table.

Dr. MORIN. Senator McCaskill, I can assure you there will be
some manual workarounds required, but we will not do a large-
scale, army of auditors, fully manual approach. We will rely on our
existing financial systems, admittedly some of which date back to
the Vietnam war, but we will rely on a series of systems that have
differing degrees of controls in them. In some cases, we will have
to do manual reconciliations between those systems because they
do not interface. That will be labor-intensive, but it is not thou-
sands of people type labor-intensive. We will try to strike a careful
balance in assessing internal controls and finding out where we can
rely on them. In some cases, there will be a level of manual work-
around, but it will not be an enterprise-scale manual work-around
which is, I think, what you are talking about here.

Senator McCASKILL. I will probably circle back once I get
everybody’s answer because I think we need to try to get our arms
around this in terms of what costs are going to be.

Ms. MATIELLA. It did create some manual workarounds for us.
Basically we have to do more cleanup in the legacy system. It was
cleanup that we had not planned on doing, that we did not feel like
we needed to do because it, the program, was basically going to
cancel. It is not going to cancel with the due date that is now 2014.
So we have to do the cleanup now, but that is a one-time fix. So
once you get that cleanup done, those beginning balances correct,
those opening balances correct, they are correct forever. It is a one-
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time fix. It is a manual work-around. It will not create continuing
work for us. So it is something that we are planning for and that
we have budgeted for, and we believe that is doable by 2014 and
will not be something that will set us back going into 2017 at all.

Ms. CoMMONS. For the Department of the Navy, we feel that the
manual work-arounds will be at a minimum. First of all, our ERP
is well-deployed. We only have two more commands that we are
going to deploy, and we will have completed our program of record.
What we are finding in our ERP is that the internal controls built
into the system are, in fact, working. We tested some transactions
in the system and we know that the controls around the system are
fairly good.

Also, for our legacy systems, we have always built our trans-
actions down at the transaction level. So we know we have some
systems issues to work there, but we feel that we are working
those issues and that we are moving forward in the right direction.

For our reconciliations, especially with FBWT, we are working
with the DFAS to automate that process. It is a manual process at
this point, but we think that we are making good progress and that
we will be there within the timeframe for the auditable SBR, as
well as 2017.

So we really believe that we are looking at our business proc-
esses end-to-end and that we are trying to make improvements in
those processes for the long-term, not just to achieve an audit-
ready SBR, but long-term improvement.

Senator MCCASKILL. Secretary Hale?

Mr. HALE. If T could summarize, I would say that there will be
some manual work-arounds. We see them as temporary. The Gen-
eral Fund Enterprise Business System (GFEBS), the Army system,
for example. We have had some problems. We are doing some man-
ual work-arounds. The Army is engaged, along with DFAS, in fix-
ing the business process problems that led to those, and I expect
that we will be back on track without manual work-arounds, I hope
fairly quickly. As Dr. Morin said, there will be some issues the Air
Force’s DEAMS, because they will not have it in place, but they
will get DEAMS at some point.

So I think yes for some, but I expect them to be temporary, and
I would echo what was said here. We are not going to hire an army
of auditors to do this manually. That is not sustainable and it is
not our plan.

Senator MCCASKILL. Do you think before 2014, Secretary Hale,
that you are going to be able to put a figure on what the manual
work-arounds for a 2014 deadline are going to cost over and above
what we would be expending had the deadline not been moved?

Mr. HALE. We could try. I am reluctant to commit to that be-
cause it probably would not be as easy as it may sound.

Senator MCCASKILL. No, I do not think it sounds easy. I think
it sounds really hard.

Mr. HALE. I think it would be difficult.

Senator MCCASKILL. But the problem is if you do not do that
analysis upfront, then you really are not making a sound manage-
ment decision as to whether or not it is worth it to move up the
date.
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Mr. HALE. But I would argue strongly we need the pressure that
is generated by the 2014 deadline. We need to pressurize, it is like
turning an aircraft carrier. We have to be hard right or hard left.
We have to get this organization moving, and I think this shorter
deadline has done it. So if it drives us to some modest manual
workarounds, so be it. I think we will get to the end game more
quickly and save money sooner.

I will think about whether or not we can quantify that, but I be-
lieve there are some qualitative benefits to the earlier goal that are
significant.

Senator MCCASKILL. I am not trying to pick a fight here about
this. I really just genuinely want to have some sense of this. I
think I am legitimately entitled to some skepticism because of the
amount of monies that have been expended in this effort and the
billions of dollars that clearly have not turned out to be wise in-
vestments in terms of what they have produced to date.

What I do not want to have happen is—when you say a modest
investment, “modest” needs context because I think most Ameri-
cans would think that what you might consider modest might be
a heck of a lot of scratch in order to meet this earlier deadline.

I am glad that Secretary Panetta has done this overall. I think
it is very positive because I do think it is going to help really push
everyone as hard as they can possibly be pushed to get some of
these problems resolved. But I want to make sure that we are not
in the process being shortsighted. Frankly, it reminds me a little
bit of Base Realignment and Closure (BRAC). Sometimes we have
extremely high upfront costs for benefits that sometimes are exag-
gerated way down the line further than when everyone had been
told they were. So I want to make sure we are not having one of
those upfront expenditures that does not, in the long run, show
that it is worth the investment.

Mr. HALE. If I get to compare my cost to BRAC, I am in good
shape.

Senator MCCASKILL. Then it would be modest. You are safe with
“modest” if you compare it to BRAC.

Mr. HALE. We spent $35 billion on the last BRAC round. We are
not going to be in that ball park.

We will try to think about that problem systematically and get
back to you.

Senator MCCASKILL. I have a number of other questions, but I
will defer to my colleague, Senator Manchin, because I know he
hfa}s some questions he wants to ask. I will come back for more
after.

Senator MANCHIN. Thank you, Madam Chairman. I appreciate it
so much and all of your service. I appreciate your all being here.
I want to apologize for running back and forth to committee meet-
ings, but that is sometimes how it happens here.

Secretary Hale, if I may, I am sure you are scrutinizing con-
tracting very closely since it accounts for about 55 percent of the
DOD budget in 2011, and there are so many examples of fraud,
waste, and abuse.

I recently met with the National Guardsmen who say that a con-
tractor knowingly exposed them to sodium dichromate in Iraq dur-
ing the cleanup of the Qarmat Ali water treatment plant, which I
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think you all know about. There is even a recent DOD report that
faults this contractor for not protecting the nearly 1,000 soldiers
who guarded the site, and West Virginia had a number of those sol-
diers. The report states that the contractor recognition of, and re-
sponse to, the health hazard represented by sodium dichromate
contamination, once identified at the Qarmat Ali facility, was de-
layed. The delay occurred because the contractor, KBR, did not
fully comply with the occupational safety and health standards re-
quired by the contract. As a result, a great number of service-
members and DOD civilian employees were exposed to sodium di-
chromate and for longer periods.

This was a $28 billion contract to restore this plant and the sur-
rounding oil fields. There is ongoing litigation, so I am not going
to go into all the details, but soldiers have died. Many more have
lasting illnesses because of the exposure. I talked to one of the wid-
ows yesterday.

The most troubling part of this contract is the indemnity clause
which I could absolutely not believe at all that this Government
would enter into a $28 billion contract with an indemnity clause
that lets the contractor totally off the hook. Even if the contractor
knowingly does something wrong like expose soldiers to a known
carcinogen, it means that the taxpayers will foot the blatant con-
tractor abuse.

So my question is simply this, sir. Do we have any contracts like
this in Afghanistan?

Mr. HALE. Senator Manchin, I am not familiar enough to answer
that question. It is a good one. I can tell you that we have the well-
being of our soldiers, sailors, airmen, and marines fully in mind.
But I am going to need to answer for the record or get somebody
who is more of an expert on this to come talk to you.

Senator MANCHIN. The bottom line. It took so long for this con-
tract to be revealed to what was going on and why such a blatant
protection of a contractor that was charging $28 billion and held
totally harmless—totally harmless—by this Government. It is just
hard to explain to these widows. I have so many people involved
and exposed on this. I would like to see and know if we have some
contracts that we might have out there that have these types of in-
demnity clauses or hold harmless.

To Mr. Khan, if I may. Your testimony is important because
DOD accounts for 57 percent of discretionary spending, more than
all of the agencies combined. The fiscal future of our Nation, I do
not think I need to tell you, depends on us getting this right.

I said throughout all of these posture hearings I am concerned
that we are cutting 100,000 servicemembers by 2017, but no one
can tell me how many contractors we are cutting. I cannot even get
an accurate figure on how many we have. We have more contrac-
tors in Afghanistan and Iraq than we do American troops. I am
told that we have approximately 150,000 contractors compared to
about 90,000 men and women in uniform. It makes common sense
to me as an American, which I think we all love our military and
we are so appreciative of what they do, that given the choice be-
tween the soldier and an overpaid contractor performing the same
mission, that I would choose the soldier.
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Let me tell you when I was down visiting our troops in Afghani-
stan, I had soldiers coming to me from my State of West Virginia,
and I would say, “are you signing back up?” They said, “no, no. I
am going to work for that person. I can get so much more money.”
I said, “if that job was not available, would you stay in the Service?
Probably so.” Something is wrong, sir, desperately wrong. I just
cannot even believe it.

I would like to know from you, sir, just offer your perspective on
the overdependence on contractors at DOD.

Mr. KHAN. That is an area really I am not an expert or specialist
in. I can respond to that for the record. But I share your concerns
on the overdependence on the contractors.

[The information referred to follows:]

The Department of Defense (DOD) has relied extensively on contractors to provide
needed services, including those in support of operations in Iraq and Afghanistan.
Over the past 15 years, we have made numerous recommendations intended to im-
prove DOD’s management and oversight of contractors in deployed locations. For ex-
ample, in 2008, we recommended that DOD determine the appropriate balance of
contractors and military personnel as it shapes the force for the future.! As part
of this effort, DOD would need to comprehensively examine the support it will re-
quire contractors to provide in future operations and the core capabilities the de-
partment believes it should not be relying on contractors to perform. Given the long-
standing and recurring nature of the issues identified, in June 2010 we called for
a cultural change that emphasized an awareness of contractor support throughout
the department.?

While there are benefits to using contractors to perform services for the govern-
ment, our work has shown that reliance on contractors to support core missions can
place the government at risk of becoming overly reliant on contractors to perform
functions deemed inherently governmental or those that are closely associated with
inherently governmental functions. Our work has identified the need for DOD to ob-
tain better data on its contracted services to enable it to make more strategic work-
force decisions and ensure that it maintains appropriate control of government oper-
ations.

DOD has taken steps to gain better insights into the number of contractors and
the functions they perform, but its efforts have had mixed success to date. Examples
of our recent findings in this area include the following:

e As we reported in April 2012, DOD has made incremental improvements
to its processes for compiling and reviewing statutorily required inventories
of contracted services, but DOD acknowledged a number of factors that lim-
ited the utility, accuracy, and completeness of the inventory data.3 The de-
partment does not expect to fully collect required data on contractor man-
power as part of the inventory until fiscal year 2016. Further, we found
that during the military departments’ review of the fiscal year 2009 inven-
tories, the Army and Air Force identified 1,935 and 91 instances, respec-
tively, of contractors performing inherently governmental functions. In 8 of
the 12 Army and Air Force cases we reviewed, contractors continued to per-
form functions identified by the military departments as inherently govern-
mental. We found no evidence that the Navy commands we contacted had
conducted the required reviews of the inventories to determine, among
other matters, whether contractors were performing inherently govern-
mental functions.

e In 2008, DOD designated the Synchronized Predeployment and Oper-
ational Tracker (SPOT) as its system for tracking specific information on
certain contracts and associated personnel in Iraq and Afghanistan. While
recent efforts have been made to improve SPOT’s tracking of contractor per-
sonnel, in reports issued annually since 2008, including most recently in

1GAO, Military Operations: Implementation of Existing Guidance and Other Actions Needed
to Improve DOD’s Oversight and Management of Contractors in Future Operations, GAO-08—
436T (Washington, DC: Jan. 24, 2008).

2GAO, Warfighter Support: Cultural Change Needed to Improve How DOD Plans for and
Manages Operational Contract Support, GAO-10-829T (Washington, DC: June 29, 2010).

3GAO, Defense Acquisitions: Further Actions Needed to Improve Accountability for DOD’s In-
ventory of Contracted Services, GAO-12-357 (Washington, DC: Apr. 6, 2012).
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September 2012, we reported DOD lacked reliable data and systems to re-
port on its contracts and contractor personnel in Iraq and Afghanistan.*

e As we reported in September 2012, DOD’s 2010-2018 workforce plan did
not include an assessment of the appropriate mix of military, civilian, and
contractor personnel or an assessment of the capabilities of each of these
workforces.> DOD is directed by statute to use this plan, among other
things, to make determinations on the most appropriate and cost-efficient
mix of military, civilian, and contractor personnel to perform the depart-
ment’s mission.® Therefore, without an assessment of the appropriate work-
force mix and capabilities, DOD is not well positioned to make determina-
tions on its current and future use of contractors.

Senator MANCHIN. Let me give some ratios to all of you and see
if it makes sense to any of you.

World War I, we had 1 contractor for every 24 soldiers.
World War II, we had 1 contractor for every 7 soldiers.
Vietnam, 1 contractor for every 5 soldiers.

The Balkans and Iraq, it was 1-to-1.

Currently in Afghanistan, we have more than a 1-to-1 ratio.

I do not know how the growing reliance that DOD has—how you
choose to deploy your resources. I do not know how you would do
that in an effective and efficient manner.

Mr. HALE. Senator Manchin, what we need to do is think about
the criteria for jobs. There are some jobs that ought to be done by
contractors, and I fear that sometimes we demonize our contractor
workforce in a way that is not helpful. We could not fight effec-
tively without them. But there are certainly jobs that need to be
done by Federal civilians and by military personnel. I will not say
we have that right or perfect, but we are certainly looking at it. I
can tell you, for example, that our contractor dollars from 2012 to
2013 go down in similar levels to our civilian workforce and our
military workforce. So you are seeing some downturn in contrac-
tors.

But I would caution against just blanket statements that we do
not want contractors. There are jobs they should do, temporary
jobs, jobs with special skills. Auditing is a good example. We do not
have the skills in DOD to do audits well. They know how to do it
better in the private sector. That is temporary work, at least we
hope so. We need to hire people temporarily to do that and we are.
So I would urge you to avoid blanket pronouncements, but I accept
the fact that we need to look at the mix.

Senator MANCHIN. Let me ask you a direct question then, sir.
Can you get me an answer on the difference of pay between the
front-line service person that is doing exactly the same job as the
soldier in uniform?

Mr. HALE. First, I do not think any contractor is doing exactly
the same job as a front-line soldier.

Senator MANCHIN. When a soldier tells me with his own mouth
and he says I am going to go do exactly what I am doing now,
whether he is protecting, whether he——

Mr. HALE. I will ask for help from——

4GAO, Iraq and Afghanistan: Agencies Are Taking Steps to Improve Data on Contracting but
Need to Standardize Reporting, GAO-12-977R (Washington, DC, Sept. 12, 2012).

5GAO, Human Capital: DOD Needs Complete Assessments to Improve Future Civilian Stra-
tegic Workforce Plans, GAO-12-1014 (Washington, DC, Sept. 27, 2012).

6Pub. L. No. 112-81, §936 (2011) (codified at 10 U.S.C. §2330a).
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Senator MANCHIN. I just want an answer. I cannot get an answer
from anybody.

Mr. HALE. I do not think they are doing exactly the same thing.

Senator MANCHIN. I beg to differ with you, sir. They are. If you
will just go to the front lines and talk to the soldiers.

Mr. WESTPHAL. Senator, we have done an analysis and a review
of the number of contractors, and we are doing this very complex
analysis, which is what you are getting at here, of what is a
uniquely governmental function that we need to have either a sol-
dier or a civilian employed by the Government do the job or a con-
tractor. In that report, we have been able to identify the number
of full-time equivalents that we are contracting for the generating
force and what we have for the operating force. So we have some
fidelity. It is not precise on the number of contractors both in what
we call the generating force, which is all the support elements to
our operating force, and our operating force. Then what is the
equivalence in dollars.

To do that analysis, we have gone and looked at exactly what you
just asked, which is what are the benefits and pay and all of the
things that accrue to a civilian or to a soldier and what does the
same thing mean for a contractor, and we are finishing up that re-
port.

I know, Senator McCaskill, Madam Chair, you had a hearing on
the subject of contracting. So I know there is a great deal of inter-
est on this, and we are trying to get those answers.

Senator MANCHIN. Can I get a comparison on the pay? All I am
asking for is a comparison on the pay. Even if you do not think
they do the exact same job, as close to a job as the two would do,
if I could get that.

Can you tell me how many contractors you are cutting? If you
are proposing to cut 100,000 men and women in uniform by 2017,
can you tell me how many contractors you are prepared to cut?

Mr. WESTPHAL. We will get you that.

[The information referred to follows:]

This year for the first time the Army will be able to consciously make tradeoffs
between military personnel, civilians, and contractors in a strategic way. This will
re%‘.:.lace the current process of just managing contracted services in the year of exe-
cution.

In order to gain more fidelity on the value of contractors, the Army is using the
Contractor Manpower Reporting Application (CMRA) to provide cost and manpower
data. By utilizing the CMRA and its Panel for Documenting Contractors process in
support of its budget submission, the Army will be able to project future year con-
tractor numbers. This newly-established process for making projections will enable
the Army, for the first time, to start to consciously make tradeoffs between military,
civilians, and contractors in a strategic way, rather than simply continuing the cur-
rent process of just managing contracted services in the year of execution. We are
not there yet, but expect to move in this direction as the Department of Defense
implements CMRA on an enterprise basis.

In the near-term, by implementing the CMRA, the Army has an accurate count
of the number of contractor used in fiscal year 2011. This fiscal year 2011 data will
provide the baseline for the Army’s future year contractor projections and will in-
form future year budget estimates. This will result in more accurate future year
contractor estimates, beginning with forecasting the number of contractors for fiscal
years 2012 to 2014.

These numbers although more accurate are still just estimates, because unless
specifically authorized by statute, most contracted services are performance-based
and not personnel-services-based. Therefore, these contracted services are not man-
aged or controlled based on manpower but through funding constraints applied in
the year of execution.
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As the military and the civilian forces downsizes, the Army anticipates making
comparable reductions in numbers of contractor personnel. The reduced funding lev-
els projected for the Army through 2017 will require deliberate and sustained plan-
ning and analysis to ensure that the Army’s military, civilian, and contractor work-
force is properly balanced, adequate, and affordable.

Additionally, you have asked for a cost comparison of contractor costs and military
and civilian personnel costs. The CMRA data is what will allow the Army to make
more accurate contractor cost comparisons with civilian and military personnel cost.

When comparing costs of military, civilian, and contractor labor, it is imperative
to compare the fully-burdened costs to Department of Defense and the Federal Gov-
ernment, as opposed to base pay alone. As detailed in the Office of the Secretary
of Defense’s Directive Type Memorandum 09-007, dated January 29, 2010, a full
cost comparison of total compensation, benefits, training, retirement, and other cost
considerations must be utilized when making workforce mix decisions.

The fully-burdened costs of soldiers and civilians vary greatly because of factors
like location, skill level, and years of service. The fully-burdened cost of an Active
Army officer can range from $119,000 to $331,000 and the fully-burdened cost of an
Active Army enlisted can range from $78,000 to $181,000. The fully-burdened cost
of a General Service (GS) civilian can range from $33,000 to $202,000. For example,
the average fully-burdened cost of an Active Army captain, pay grade 0-3, is
$166,000, while the average fully-burdened cost of a rank equivalent civilian, a GS—
11, is $103,000. Contractor costs are even more variable and sensitive to factors
such as location, type of service performed (e.g. Medical, Transportation, IT, etc.),
skill level, availabilities due to different shifts, contractor leave policies, and over-
head. To further complicate the comparison no direct military/civilian to contractor
rank equivalency exists. The fully-burdened average unit cost of a Contractor ranges
from $36,000 to $437,000. Therefore, any direct comparisons of military/civilian to
contractor workforce cost should be addressed on a case-by-case basis.

Senator MANCHIN. Thank you, sir.

Senator MCCASKILL. Thank you.

Senator Ayotte.

Senator AYOTTE. Thank you very much, Madam Chair.

I wanted to ask all of you, we have seen with the General Serv-
ices Administration (GSA) the rightful public outrage and outrage
from this Congress about the misuse of taxpayers’ funds, inappro-
priate use of taxpayers’ funds for mind readers and all kinds of
things that is just completely unacceptable. Please tell me how we
can assure that each of your departments has proper oversight and
controls in place to make sure that that type of misuse of tax-
payers’ funds never happens within DOD, please.

Ms. McGRATH. I will start. With regard to specifically the con-
ferences, I can tell you that in the November timeframe, we com-
pleted a thorough review across DOD to ensure we had proper con-
trols and policies in place for conferences, and each of the heads
of components reviewed and attested to the Deputy Secretary that
those were in place.

Following what I will call the GSA incident, we have gone back
out to all of our heads of components in the military and actually
across DOD to once again, look and to assure that they have proper
controls in place to make sure we have not missed anything. We
asked for a review of all conferences that have occurred in the last
2 years, and that is to be reported back to the Deputy Secretary
on May 11. So we absolutely take this very seriously. Each of the
components can attest to their specific actions and activities, if you
like, but I can say that we are absolutely ensuring that we have
proper controls in place so that things like that do not happen.

Mr. WESTPHAL. If I could, the Secretary of the Army issued a di-
rective over a year ago on this matter which is to look at all of the
conferences done by the Department of the Army, the costs, and to
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have a process by which conferences are approved. That was partly
due to cost-cutting requirements that we had, but partly also to en-
sure that we were not doing anything excessive. So I think we can
provide you that policy, that directive. I believe the Navy and the
Air Force have adopted something similar.

Senator AYOTTE. We would be very interested in receiving that.
I think it is important. We have to be able to account to taxpayers.
When I think about some of the reductions that you are asked to
make, it would be completely unacceptable to find out that our tax-
payers’ dollars were somehow going to conferences that were waste-
ful or somehow did not address core training important opportuni-
ties that are needed for our military. So, yes, I appreciate that you
are looking at this, and we would love to see a copy of that.

Mr. TiLLOTSON. From the Department of the Air Force point of
view, we have implemented similar policies. I think Ms. McGrath
and Secretary Westphal have captured the thought. The Secretary
issued guidance out to the field about a year ago. We have followed
up since that time several times, and it has been reiterated, I can
assure you, to all command levels as recently as last week to make
sure that we are following diligently the policies we have already
put on place, as well as collecting the information over the last 2
years to support Ms. McGrath’s review.

Mr. WoRK. The Department of the Navy has a very similar thing,
ma’am. What we have is a tiering system in which commanders at
lower levels can, for example, approve conferences for maybe
$100,000, but anything of great expense has to come all the way
to either the Assistant Commandant of the Marine Corps or the
Vice CNO, or in the case of the secretariat, to the Administrative
Assistant who works for the Secretary. So like all of the other Serv-
ices, there is a tiered system in which we monitor very closely, and
we have flags. For example, if it goes to an area that might be con-
sidered a nice place to go, like Las Vegas, the first thing we always
ask is why are you going to Vegas? If they cannot prove that that
is the cheapest opportunity for taxpayers, then we deny it.

Senator AYOTTE. I appreciate that and we certainly would like to
see your policies and appreciate that this is something you have al-
ready put a focus on prior to this incident that was really a com-
plete debacle.

[The information referred to follows:]

Mr. WESTPHAL. See attached memo.
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SECRETARY OF THE ARMY
WASHINGTON

14 0CT 201t

MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT: Army Directive 2011-20 (Department of the Army Conferences)

1. ltis imperative that the Department of the Army exercise strict fiscal responsibility in
planning and executing our programs and activities, including conferences. Changing
the “business as usual” mindset as it relates to conferences is the right thing to do and
is even more imperative in the current environment of declining resources. Simply put,
we must implement more cost-effective and efficient methods to train, plan, collaborate
and disseminate information. Experience has shown that conferences are an expensive
means of accomplishing these goals. When it is determined that only a conference will
suffice to accomplish official business, | will hold you accountable for ensuring that all
conference-related events comply with law, regulation and policy and for exercising
strict fiscal discipline in organizing and administering the conference.

2. The policy at enclosure 1 is effective immediately. It establishes conference
approval authorities and applicability, defines key terms, clarifies processes, further
emphasizes the need to instill fiscal restraint throughout the Army and designates the
Administrative Assistant to the Secretary of the Army as the proponent for conference
policy. Applicable references, a template for conference requests, computation
examples and the format for semiannual reporting are at enclosures 2 through 5,
respectively.

3. In seeking to sponsor a conference, you will review and adhere strictly to all
applicable law, regulation and policy, including the provisions of this directive. | charge
each of you to consider how you can contribute to cost savings and the elimination of
waste in conference planning. | expect you to disapprove conference requests that do
not comply with this directive, and | have similarly instructed my Administrative Assistant
for conferences submitted to her for approval.

4. This directive supersedes Army Directive 2011-05 (Department of the Army
Conferences, Symposia, Seminars and Meetings), dated 20 April 2011, and rescinds
DA Memo 1-17 (HQDA Conferences, Symposia, Seminars and Meetings), dated

15 November 2006.

5. Any questions regarding the enclosed policy and associated documents should be
directed to the Office of the Administrative Assistant.

Encls Ji&}h‘;‘l !\(:'Ilj'ﬂm ) Ll
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SUBJECT: Army Directive 2011-20 {Department of the Army Conferences)

DISTRIBUTION:
Principal Officials of Headquarters, Department of the Army
Commander
U.S. Army Forces Command
U.S. Army Training and Doctrine Command
U.S. Army Materiel Command
U.S. Army Europe
U.S. Army Central
U.S. Army North
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ARMY CONFERENCE POLICY

1. Definitions. As defined by the Joint Federal Travel Regulations (JFTR)/Joint Travel
Regulations (JTR), “conference” is a meeting, retreat, seminar, symposium or event that
involves attendee travel. It also includes training activities that are defined as a
“conference” under the provisions of 5 CFR § 410.404. Events included in this definition
normally require registration, an agenda, and scheduled speakers or discussion. The
definition does not include:

« events necessary to carry out the statutory command and staff oversight functions
of the Department of the Army (DA), including investigations, inspections, audits or
site visits;

Service-endorsed training that has been approved through the Army Deputy Chief
of Staff, G-3/5/7; and

regularly scheduled courses of instruction conducted at a Government or
commercial training facility (for example, courses scheduled via the Army Training
Requirements and Resources System); however, this exclusion does not apply to
courses held in a non-training commercial facility, such as a hotel or conference
center.

For questions about whether an event is excluded, contact your Staff Judge Advocate
or the Office of the Administrative Assistant. Requests for exceptions to policy should
be submitted to the Office of the Administrative Assistant and must be fully justified.

2. Applicability. This policy applies to the Active Army, the U.S. Army Reserve, the
Army National Guard of the United States' and those organizations for which the
Secretary of the Army is the designated Department of Defense (DoD) Executive Agent
and for which the Army funds their activities. This policy does not apply to conferences
sponsored by a Combatant Command or subordinate unified command headquarters
for which the Secretary of the Army has been designated the Combatant Command
Support Agent.

3. General Responsibilities. Personnel will comply with law, regulation and policy
applicable to conference planning, including the provisions for conference planning in
the JFTRAJTR, specifically Appendix R (Conferences); DoD 5000.7-R (Joint Ethics
Regulation (JERY)); and all other pertinent regulations. Army personnel will familiarize
themselves with these regulations and other travel policy guidelines before starting to
plan a conference. Legal advisors in the Army are expected to assist their clients by
providing thorough, accurate and consistent legal reviews. Further, all personnel are
expected to strictly apply sound fiscal principles throughout the conference planning and
administration processes.

" Except when the planned conference will use State funds only, all participants will serve only in a State status, and the conference
will ba planned and conducted on State time and address only State topics of Interest.
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4. Procedures for Conference Requests

a. These conference request and approval procedures apply to all conferences
sponsored or funded by any Army command, organization or activity, without regard to
the approval authority of the conference. Approval authorities are defined in
paragraph 8.

b. All conference requests will be signed by a general officer or member of the
Senior Executive Service and staffed through the chain of command to the appropriate
Conference Approval Authority defined in paragraph 8. The Army officials signing and
coordinating on the conference request submitted to the Conference Approval Authority .
are attesting to the accuracy of the statements in the request, including the cost-benefit
analysis and cost estimates.

¢. The sponsoring Army command, organization or activity will submit a complete
and fully coordinated conference request through the appropriate command structure no
later than 90 days before the start date of the conference. If the proponent expects to
acquire contractor support and/or facilities contracts, the conference request must be
approved before contract award. Each Army command, crganization or activity may put
in place additional timelines to meet their specific milestones for approval or acquisition
requirements.

d. The template at enclosure 3 must be used for all conference requests. Failure
to provide detailed information or explanations will result in disapproval of the request.
Of particular note, requests shall provide:

(1) A breakdown of attendees, including the rationale and criteria applied to
scope the attendee population and the justification for the number of attendees.

(2) Cost information in accordance with Assistant Secretary of the Army
(Financial Management and Comptroller) guidance, dated 17 May 2011 (available at
http://armypubs.army.mil/epubs/asa fmc collection 1.html). Specific cost elements are
in the template.

(3) A detailed and credible cost-benefit analysis, which includes an explanation
of other options considered (video teleconference, train-the-trainer and so on}), as well
as information on site selection. Conference requests must include a certifying
statement that the travel is essential and the objectives of the conference cannot be
satisfactorily accomplished less expensively by correspondence, Web-based
communications, teleconferencing or other appropriate means. Additionally, the
JFTR/JTR require all individual travelers to justify all travel with a statement on their
DD Form 1610 (Request and Authorization for TDY Travel of DOD Personnel) or in the
Defense Travel System (DTS) that the “Objective cannot be satisfactorily accomplished
less expensively by correspondence, teleconferencing, Web-based communications or
other appropriate means.”
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(4) A substantive agenda spanning the proposed conference from start to end;
listing all planned speakers, programs, ceremonies and other activities; and specifying
any after-hour events or activities. The agenda should provide planned or proposed
locations for each event. Agendas that merely annotate “breakout sessions” are
insufficient. If breakout sessions are planned, the agenda should explain the purpose
and objectives of each breakout session.

(5) A conference security assessment that contains:

(a) A force protection assessment, including threat and vulnerability
assessments for the conference facility site and any specific security requirements for
the conference facility. For conferences held inside the National Capital Region (NCR),
the Security and Safety Division (SSD-AT/FP), Office of the Administrative Assistant
can assist with the assessment. For conferences outside the NCR, the local installation
security or provost marshal office may provide technical expertise. Conferences held
on Government or military installations may have different requirements than those in
commercial facilities, so check applicable security regulations.

(b) A statement indicating whether foreign government representatives will
attend the conference and, if so, a statement that the conference sponsor has
coordinated the screening of foreign national attendees with the Deputy Chief of
Staff, G-2 and will comply with all procedures set forth in AR 380-10 (Foreign
Disclosure and Contacts with Foreign Representatives). Coordination with the Deputy
Chief of Staff, G-2 typically requires 120 days leadtime before the conference date.

{c) A statement indicating whether the conference will involve classified
information and, if so, the name and location of the secure U.S. military installation,
other U.S. Government installation or cleared U.S. contractor facility where the
conference will be held. Follow the procedures in AR 380-5 (Department of the Army
Information Security Program) and coordinate directly with the Deputy Chief of
Staff, G-2 if additional guidance is needed.

(6) A legal review that addresses all fiscal, ethics, contracting and travel issues,
including a comprehensive assessment of whether the conference complies with
applicable regulations and DA policy. This review should provide sufficient legal advice
to the approving official to make an informed decision on approval. Any legal objections
must be mitigated before submission of the conference request.

5. Selection of Conference Site

a. The first choice for conference locations must always be military installations or
other Government facilities. Organizations will maximize the use of Government-owned
or Government-provided conference facilities. Military installations and Government-
owned facilities may not be ruled out as a conference venue solely because the facility
is not available on the exact dates the sponsor desires to hold the conference; efforts
must be made to adjust the conference scheduling to fit the availability of military or
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Government facilities, when possible. If scheduling cannot be adjusted, a detailed
explanation must be provided in the conference request. Additionally, military or
Government facilities may not be ruled out simply because they do not offer the same
refreshments, food options or lodging availability as commercial facilities. Further, while
planning the conference, the size of the conference should take into account the
capacity of Government facilities; efforts should be made to contain the size of
conferences to the capacity of military or Government facilities nearest the majority of
local attendees.

b. Commercial facilities will be used only when they can be proven more
economical, or when military or other Government facilities are unavailable when
needed. If no military or Government-provided facility can meet conference
requirements, the JFTR/JTR require that a minimum of 3 geographic sites be evaluated
and considered for conferences with more than 30 attendees in a temporary duty (TDY)
status before the selection of any 1 site for the conference, unless an overriding
operational reason can be shown for holding the conference in a specific city.

¢. Factors to be considered when determining a geographic location to conduct a
conference include, but are not limited to:

(1) per diem expenses;

(2) travel costs, including local travel and ground transportation;

(3) distance to the majority of attendees (if one area has a significant
concentration of attendees, that location generally will be the most cost-effective
option); and

(4) consideration of lower off-season rates or peak seasons.

d. Once a particular city is chosen as the site of the conference, a minimum of
three facilities in that city will be considered to ensure full and open competition.
Factors that should be considered when determining the venue to conduct a conference
include, but are not limited to:

(1) participation in the Lodging Success Program (for more information, visit
hitps://www.defensetravel.dod mil/Docs/Fact Sheet Lodging.pdf);

(2) inclusion on the national list of approved accommodations maintained by
the Federal Emergency Management Agency (the Hotel-Motel National Master List is

available at http://www.usfa.ferna.goviapplications/hotel/);
(3) willingness to exempt taxes for lodging;

(4) distance to the nearest major airport and free shuttle availability;
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(5) cost of the venue (if commercial space is to be rented); and
(6) availability of rooms at the established per diem rate.

f. Each Army command, organization or activity will document, maintain and
make available to The Inspector General or other interested parties a record of the
conference site selection process, including the costs of each alternative site and venue
considered.

g. All applicable local policies on site selection must be followed. For conferences
to be held in the NCR, conference sponsors must coordinate through the Real Estate
and Facilities Directorate, Office of the Administrative Assistant and obtain approval
from the Director, Space Policy and Acquisition Division, Defense Facilities Directorate,
Washington Headquarters Services to contract for short-term conference space inside
the NCR.

h. In addition to cost considerations, the selection of the conference site must be
sensitive to public perception. The conference sponsor should avoid the appearance
that public funds are being expended in a careless, wasteful or unnecessarily
extravagant manner. No venue, however, may be categorically prohibited from
selection solely because of its reputation, location or amenities.

i. [Ifaconference is justified as training and conducted on a recurring basis, the
sponsoring command should seek to incorporate it into the institutional training domain,
which includes Army centers and schools.

6. Cost, Contracting and Ethical Considerations. When a conference is determined to
be necessary, the sponsoring command, organization or activity will adhere to strict
fiscal controis and minimize costs. Accordingly, the conference sponsor must ensure
the following:

a. The length of the conference is strictly determined by mission requirements.
Socials, golf tournaments, military balls or other ancillary activities will not be held
during regularly scheduled duty hours or used as a basis to extend personnel in a TDY
status. Award ceremonies held during a conference often may be considered official
business, but in no case should an award ceremony extend the period for which a
conference attendee will be in a TDY status. For example, an award ceremony will not
be held in the evening if it would result in the extension of a conference attendee in TDY
status for an extra day or delay the attendee'’s return to his/her permanent duty station.

b. Conference attendees are limited to the minimum number necessary to
accomplish the objectives of the conference. Accordingly, the sponsor must establish
clear criteria for attendance and strictly limit the number of attendees.

c. Appropriated funds may not be used to purchase conference mementos to
distribute to attendees.
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d. In most cases, honorariums and fees for speakers are limited to $2,000 a
speaker. Refer to DoD 7000.14-R (DoD Financial Management Regulation),
Volume 10, chapter 12, paragraph 1208 (Payments of Fees for Guest Speakers,
Lecturers, and Panelists) for specific guidance on speaker fees.

e. As ageneral rule, appropriated or nonappropriated funds are not authorized for
refreshments. While serving light refreshments to conference attendees might be
common business practice in private industry, and the JFTR/JTR authorizes light
refreshments under very rare circumstances, Army policy is that appropriated or
nonappropriated funds are not authorized to pay for light refreshments at Army-hosted
conferences. Attendees may purchase refreshments at personal expense, which will
not be reimbursable to the traveler by the Government. In some extenuating
circumstances, a commercial facility may provide refreshments when such costs are
both non-segregable from the cost of the facility rental (the cost of the rental is a fixed
fee, which includes refreshments at no additional cost to the Government) and
nonnegotiable (the facility will not negotiate to reduce the cost of the facility to the
Government); however, this situation is rare. Non-segregable and nonnegotiable
refreshments must be specifically addressed in the written legal review submitted with
the conference request. Further, by signing the conference request, the signing official
is attesting to the fact that the refreshments are truly non-segregable and
nonnegotiable.

f. Lodging and meals will not be authorized or provided at government expense to
local attendees (those not in TDY status). This restriction does not authorize selecting a
location outside the local commuting area solely to provide Government-furnished
lodging and meals.

(1) If meals are provided for personnel in a TDY status, the command or
organization sponsoring the conference must identify the cost of each meal, whether
included in a registration fee or contracted for separately; ensure that the appropriate
proportional meal rate (PMR) is used; and issue a notice to all attendees to ensure that
they correctly annotate travel vouchers. The cost of meals the Government provides
must not exceed the per diem for that location. If a PMR is authorized, the cost of
meals the Government provides plus the PMR must not exceed the per diem for that
location. Examples are in enclosure 4.

(2) Special consideration should be taken when attendees include both local
attendees and those in TDY status. Meal breaks should be given to allow both local
attendees and travelers the opportunity to purchase meals, or local attendees may be
offered the opportunity to personally purchase nonreimbursable meals being provided to
travelers.

g. The JFTR/AJTR specify the criteria under which an actual expense allowance
(AEA) may be authorized. The competitive site selection process based on the
JFTR/JTR should prevent the need for AEA except in very rare cases. If AEA is
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authorized, it should be uniform (if possible) among personnel traveling at Government
expense when they travel together or to the same location where AEA has been
authorized. AEA should not be used to provide upgraded rooms or suites based solely
on rank or grade. AEA is prescribed only on an individual trip basis and only after
consideration of the existing facts of each case. Blanket authority prescribing an AEA
for all travel to an area is prohibited, and AEA shall not be authorized as part of a
"blanket” travel order.

h. Conference planners should request the tax exemption of lodging for Federal
employees and/or servicemembers during the conference selection process.
Contracting officers can often negotiate the tax exemption into commercial contracts.
Any approval to hold a conference with a commercial lodging establishment that refuses
to accept Federal employee and/or servicemember tax exemption must break out the
cost of lodging-related taxes for the total number of attendees and inciude that amount
in its cost calculation to achieve either the best value or lowest cost for the conference.

i. Contracts. The following provisions and guidelines apply:

(1) All conference-related contracts must be signed by a warranted contracting
officer or, when authorized, a Government purchase cardholder. When authorized and
if the cost of the conference space is within the limits of the cardholder's purchasing
authority, the Government purchase card may be used to rent conference space.
Requirements will not be split to reduce costs to within the limits of the cardholder's
authority. Personnel cannot make any commitment until a written agreement is signed
by a warranted contracting officer or, when authorized, by a Government purchase
cardholder. Support contractors are not authorized to enter into contracts on behalf of
the Government for conference arrangements.

(2) An agreement signed by anyone other than a warranted contracting officer
or, when authorized, a Government purchase cardholder, is an unauthorized
commitment. A Government employee who lacks authority to bind the Government
could be held personally liable if he/she signs an agreement for conference facilities or
for other conference support. Additionally, Government employees are prohibited from
directing or recommending that a support contractor take any action that purports to
bind the Government in any way.

(3) A Government employee will not commit the Government to the use of any
facility, sign any agreement or otherwise obligate the Government for conference
facilities or support before approval of the conference by the conference approval
authority. Personnel may visit facilities, discuss space needs, collect pricing and
develop cost estimates, tentatively reserve space (only if at no cost and without any
liability to the Government) or request other conference-related information. No
contract or task order related to conference requirements will be awarded and no funds
will be obligated for a conference untit that conference has been approved by the
Conference Approval Authority. This prohibition includes charges to be made using the
Government purchase card.
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(4) After the Conference Approval Authority approves the conference, the
conference sponsor will forward documentation of the approval to the servicing resource
manager and contract procurement activity. The conference sponsor must forward to
the contract procurement activity a funding document indicating the availability of funds
and a contract statement of work setting forth conference-related contract requirements.
With a view to securing the best value, the conference sponsor must secure approval of
the conference and forward funding and requirements documents in enough time to
allow for competitive procurement of conference support and/or facility contracts. All
contracts related to holding a conference (for example, facility contracts and conference
support contracts) must be fully funded with the authorized Government appropriation
before contract award. Recurring conferences must be included in the command,
organization or activity budget. Conference planners must ensure that all conference
funding complies with 31 U.S.C. §1341, 31 U.S.C. § 3302 and DoD 7000.14-R.

7. Command Responsibilities

a. Appoint a conference manager, at the command or organization leve! (for
example, Army command), who will be the primary point of contact for conferences,
oversee the administrative and technical details of conferences and process conference
requests requiring DA approval. The name and contact information of this individual
must be provided to the Office of the Administrative Assistant and updated annually or
as it changes.

b. On a semiannual basis, report to the Office of the Administrative Assistant
conferences held during the reporting period. The first report is due no later than
15 May 2012 and will cover the period 1 October 2011 through 31 March 2012, The
second report will be due no later than 15 November 2012 and will cover the period
1 April though 30 September 2012. Reports will be due by 15 May and 15 November
each year thereafter. If a date falls on a weekend or holiday, the next normal workday
is the due date. The format for reports is at enclosure 5.

c. Afteraction Reports. To accurately produce the semiannual report, the
conference sponsor must forward an afteraction report to the appropriate Conference
Approval Authority. Afteraction reports should be submitted 30 days after the
completion of the conference and should include, at a minimum, the data elements
needed to complete the report at enclosure 5.

8. Approval Authorities

a. The Administrative Assistant to the Secretary of the Army is the approval
authority for all Army conferences that meet either of the following criteria:

(1) total conference costs (as detailed in enciosure 3) are greater than or equal
to $500,000; or
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(2) the conference is held in conjunction with a non-Federal entity (NFE) with
the following exceptions:

(a) conferences held in conjunction with representatives from foreign
governments or international organizations are excluded, unless they meet the
threshold in paragraph 8a(1); and

(b) conferences in which an NFE is competitively awarded a contract to support
a conference sponsored or funded by an Army command, organization or activity are
excluded unless they meet the threshold in paragraph 8a(1).

b. For conferences with total conference costs less than $500,000 and that are not
held in conjunction with an NFE, as defined in paragraph 8a, the approval authority is
commanders of Army commands, Army service component commands and direct
reporting units for conferences sponsored or funded by their respective commands,
organizations or activities. The Administrative Assistant is designated as Conference
Approval Authority for conferences sponsored or funded by Headquarters, Department
of the Army {(HQDA) organizations and activities (including the U.S. Army Acquisition
Support Center).

¢. The officials designated as Conference Approval Authorities in paragraph 8b
may delegate their authority as follows:

(1) When conference costs are greater than or equal to $100,000 but less than
$500,000, conference approval authority may be delegated in writing to the
commander’s principal deputy, provided that the principal deputy is a general officer or
member of the Senior Executive Service, without the authority to redelegate. The
Administrative Assistant may delegate this approval authority in writing to Principal
Officials of HQDA, with the authority to further delegate to Deputy Principal Officials.
For the National Guard, the Chief, National Guard Bureau may delegate to the Director,
Army National Guard, who may delegate to the Deputy Director, Army National Guard,
without the authority to further delegate.

(2) When conference costs are greater than or equal to $25,000 but less than
$100,000, conference approval authority may be delegated in writing to the first general
officer or member of the Senior Executive Service in the chain of command or
supervision over the sponsoring command, organization or activity, without the power to
further delegate. For HQDA, the Administrative Assistant may allow delegation of this
approval authority in writing no lower than Deputy Principal Officials of HQDA, without
the power to further delegate.

(3) When conference costs are less than $25,000, conference approval may be
delegated in writing as determined by the Conference Approval Authorities designated
in paragraph 8b.
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d. No delegation of conference approval authority will take effect until a written
copy of the delegation is provided to the Administrative Assistant for archiving.
Notwithstanding any further delegation, the Conference Approval Authorities designated
in paragraph 8b remain accountable for the acts and decisions of their delegates.

e. The designated Conference Approval Authorities may supplement this
regulation and establish command and local forms. A copy of any such supplement or
forms shall be provided to the Administrative Assistant before implementation.

9. Non-Federal Entities

a. Statutory Authority. Certain conferences and events sponsored by NFEs have
statutory authority that authorizes specified DA support to these conferences and
events. This policy does not apply to these conferences and events; see the JER and
DoD Instruction 5410.19 (Public Affairs Community Relations Policy Implementation).
For example, 10 U.S.C. § 2558 authorizes logistical and administrative support to
certain national military associations for their annual national convention or conference.
This support is limited to the following crganizations and only for their annual nationai
meeting, conference or convention:

(1) Adjutants General Association of the United States,

(2) Association of the United States Army,

(3) Enlisted Association of the National Guard of the United States,
(4) National Guard Association of the United States,

(5) Non-Commissioned Officers Association of the United States of America,
and

(6) Reserve Officers Association of the United States.

b. Cosponsorship. On occasion, an Army command or organization may
cosponsor an event with an NFE. The Army is a cosponsor of an event when that
command or organization is one of the organizations that develops the substantive
aspects of the event or provides substantial logistical support for the event. All
cosponsorship agreements must be reviewed by the sponsor's ethics advisor and
forwarded to the Army General Counsel or his delegatee for approval in accordance
with the JER. Further, in accordance with paragraph 8a(2), the Administrative Assistant
to the Secretary of the Army is the sole approver of cosponsored conferences with
NFEs.

(1) DA personnel may not endorse the NFE cosponsor(s) or its activities.

Army Directive 2011-20 10



64

{(2) DA personnel may not show preferential treatment to similarly situated
NFEs that have a demonstrable interest in the subject matter of the conference.

(3} There must be no appearance that the NFE cosponsor’s role in or support
of the conference will improperly influence DA personnel in other official matters the
NFE may have an interest in.

(4) The conference cannot be developed as a profit-making endeavor for the
NFE cosponsor(s), including any vendor exhibition.

(5) When an Army command, organization or activity cosponsors a conference
and the cosponsor incurs costs, the cosponsor is permitted to collect registration fees
from non-Federal attendees to cover its costs. Cosponsors who collect fees from Army
attendees or comingle fees collected from non-Federal and Army attendees will comply
with the provisions implementing 10 U.S.C. § 2262. If a graduated conference fee
structure is used, no group will bear an unreasonable burden of the costs.

d. Army Conferences Held in Conjunction With NFE Events. Generally, the
competition requirements of the JFTR/JTR as executed via the geographic and
venue/facility selection criteria make it difficult to plan for concurrent or sequential but
separate Army and NFE conferences. Those rare circumstances where this is
permissible and practical require HQDA approval just as a cosponsorship would.
Additionally:

(1) Army and NFE events will be separate and distinct events and will not be
comingled. All Army activities, including awards ceremonies, outbriefings or in-progress
reviews, will be held as part of the Army conference and will not be scheduled so that
Army personnel must attend events hosted by an NFE. For example, Army conference
activities will not bookend an NFE event.

(2) The Army conference will not be scheduled with a view to accommodating
or benefitting the NFE. DA personnel will not endorse conferences sponsored by an
NFE nor will DA personnel participate in NFE fundraising events, unless authorized
under the JER or other applicable ethics standards.

(3) Holding an Army conference at the same location as an NFE event does
not relieve the Army conference sponsor of the requirement to comply with applicable
law, regulation and policy, including the provisions of this policy.

(4) NFEs may not provide services, facilities or support to an Army conference
unless such support has been acquired through normal acquisition procedures or the
event is a cosponsored event.

(5) DA logistical support, in the nature of DA personnel serving as speakers or

panelists at conferences or other events sponsored by an NFE, will be keptto a
minimum and must comply with the JER, chapter 3, section 2 (Official Participation in
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Non-Federal Entities). DA will support events where only a limited number of DoD
participants will appear on the same program. In such cases, the event must provide
the best way to disseminate Army information, although speakers and panelists must
take care to safeguard and prevent the dissemination of Army procurement,
technological, classified and non-public informaticn. NFE conferences or events at
which the majority of speakers are Army officials or other Army personnel are
considered cosponsored conferences and must be approved in accordance with
paragraph 8a(2).

10 Other Considerations

a. Conference Fees. Title 10 U.S.C. § 2262 allows DA to collect fees in advance
of a conference, either directly or by using a contractor, from individuals and commercial
participants attending DA-sponsored conferences. Such fees may only be used to
offset reasonable and allowable costs because fiscal limitations on the expenditure of
appropriated funds for conference expenses apply to the use of collected fees.

(1) DA conference sponsors who use contractors, including those under
no-cost contracts, to collect fees are permitted to structure such contracts to allow the
contractors to offset from the fees collected the actual costs the contracter incurred
(including its fee) to provide conference-related services. Contractor costs must be
allowable costs authorized by the JFTR/JTR and other applicable regulations.

(2) Fees that exceed the costs of putting on the conference must be deposited
in the U.S. Treasury as miscellaneous receipts. Excess fees may not be retained or
used for any other purpose.

(3) In accordance with DoD 7000.14-R, Velume 12, chapter 32, all
organizations are required to report the collection of conference fees. Conference
sponsors should, therefore, contact their resource managers for further instructions.

b. Spouse Travel. As a general rule, spouses may not accompany DA military or
civilian personnel on official business at Government expense. In addition, blanket
requests for Government-funded spouse travel generally are not sufficient or
acceptable. Commands must be able to demonstrate the requirement and benefit for
each proposed spouse attendee. Policy for spouse travel is in DA Directive 2007-01
(Policy for Travel by Department of the Army Officials), 25 Jan 07.

c. Individuals Not Employed by the Government Participating in a DA-Sponsored
Conference. When a DA conference sponsor determines that it is in the best interest of
the Government to request an individual who is not employed by the Government, only
intermittently employed by the Government as a consultant or expert in accordance with
5 U.S.C. § 5703, or serving without pay to lecture, instruct or give a demonstration or
presentation, the individual may be reimbursed travel and travel-related expenses. In
such cases, however, an invitational travel authorization must be issued in accordance
with the JFTR/JTR, and travel must be arranged through a (Government contracted)
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commercial travel office/travel management center. An invitational travel authorization
is not authorized for an individual merely to attend a conference sponsored by DA or an
NFE. Support contractors may not make travel arrangements for such individuals,
unless arrangements are made through an authorized commercial travel office/travel
management center in accordance with the JFTR/JTR. Support contactors may not pay
the travel expenses of such individuals and then be reimbursed these costs.

d Contractor Travel. Government contractor travel costs are governed by the
rules in the Federal Acquisition Regulations. For these reasons, a contractor is not
eligible for an invitational travel authorization in the execution of a contract.

e. Official Representation Funds. Any official representation funds requested to
purchase meals or refreshments for authorized guests, such as congressional
delegations or foreign dignitaries, must be approved under separate memorandum in
accordance with AR 37-47 (Representation Funds of the Secretary of the Army).

41. The provisions of this policy are effective immediately. The HQDA proponent for
this policy is the Administrative Assistant to the Secretary of the Army.
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Retention of Conference Fees From Non-Federal Sources), July 2009.
http://comptroller.defense.gov/imr/12/12_32.pdf

DoD Instruction 5410.19 {Public Affairs Community Relations Policy
Implementation), 13 Nov 01.
http:/fiwww.dtic.mil/whs/directives/corres/pdf/541019p.pdf

AR 37-47 (Representation Funds of the Secretary of the Army}, 12 Mar 04.
http://armypubs.army.mil/epubs/pdf/R37_47.PDF

AR 380-05 (Department of the Army Information Security Program), 28 Sep 00.
http://www.apd.army.mil/pdffiles/r380_5.pdf

AR 380-10 (Foreign Disclosure and Contacts with Foreign Representatives),
22 Jun 05.
http:/fwww.apd.army.mil/pdffiles/r380_10.pdf

Army Directive 2007-01 (Policy for Travel by Department of the Army Officials),
25 Jan 07.
http://www.apd.army.mil/pdffiles/ad2007_01.pdf

Memorandum, Secretary of Defense, 27 Dec 10, subject: Consideration of Costs in
DoD Decision-Making
https:/fdap.dau.mil/policy/Lists/Policy%20Documents/Attachments/3257/08D 14152
-10.pdf

Memorandum, SAFM, 17 May 11, subject: Guidance for Consideration of Costs in

Army Decision-Making.
http://armypubs.army.mil/epubs/asa_fmc_collection_1.htmt)

Enclosure 2
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5 U.S.C. § 5703 (Per diem, travel, and transportation expenses; experts and
consultants; individuals serving without pay).
http://www.law.cornell.edu/uscode/searchidisplay.htmi?terms=5703&url=/uscode/ht
mifuscode05/use_sec_05_00005703----000-.html

- 5 C.F.R. § 410.404 (Determining if a conference is a training activity).

http://cpol.army. mil/fibrary/permiss/78.him

10 U.S.C. § 2262 {Department of Defense conferences: collection of fees to cover
Department of Defense costs).
http:/fwww.law.cornell.edu/uscode/html/uscode10/usc_sec_10_00002262----000- -
html

10 U.8.C. § 2558 (National military associations: assistance at national
conventions).
hitp://iwww4.law.cornell.edu/uscode/htmifuscode10/usc_sec_10_00001588---000-
himi

31 U.S.C. §1341 (Limitations on expending and obligation amountis)
hittp:/iwww law.cornell.edu/uscode/usc_sec_31_00001341----000-.htm!

31 U.8.C. § 3302 (Custodians of money)
httpfwww.law.cornell.edufuscode/html/uscode31/use_sec_31_00003302---000-
htm!

DoD Preferred Commercial Lodging Programs.
https://www.defensetravel.dod.miI/Docs/Fact_Sheet_!_odging.pdf

Hotel-Motel National Master List.
hitp://www.usfa.tema.gov/applications/hotel/

Army Directive 2011-20 2
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YOUR OFFICIAL LETTERHEAD
(office symbol) (date signed)

MEMORANDUM THRU (if applicable)
FOR (Approval Authority in accordance with Army Directive 2011-10)

SUBJECT: Request Approval to (Sponsor or Cosponsor) the (insert name of event),
(dates)

1. Event. (Insert name of sponsoring proponent) requests approval to conduct the
(insert name of conference), (insert dates of conference), at (insert the location of the
conference).

2. Purpose and Justification. Explain why the conference is being held; include any
applicable regulations or directives. If the conference is being cosponsored, include a
full explanation of what is being provided and exchanged. If the conference is in
conjunction with a non-Federal entity, additional requirements apply (refer to Army
Directive 2011-20, paragraph 9).

3. Cost-Benefit Analysis. Explain the benefits of holding the conference. Explain why
lower cost alternatives such as teleconferencing, video conferencing or Web
conferencing were not feasible and include any cost savings features from previous
conferences. For any conference requiring travel, include a certifying statement that the
objectives of the conference cannot be satisfactorily accomplished less expensively by
correspondence, teleconferencing, Web-based communications or other appropriate
means.

4. Analysis for Location Selection. Military installations or Government-owned or
leased space must be considered first. Clearly demonstrate efforts to first secure
military or Government space. For conferences with 30 or more attendees, state the
three geographic locations surveyed and provide the rationale for the selected location.
(For example, you should demonstrate where the majority of your attendees are
traveling from and why the geographic location is most cost-effective.) Then clearly
identify the three venues considered, including costs and any other factors used in the
selection. If using commercial space within the National Capital Region (NCR), you
must request approval from Washington Headquarters Services, Defense Facility
Directorate, Space Policy and Acquisition Division and include the division’s approval as
an enclosure to the conference request.

5. Attendees. Provide information on your expected attendees (for example, all general
officers in the medical profession on the East Coast). Include what measures have

Army Directive 2011-20 Enclosure 3
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QFFICE SYMBOL
SUBJECT: Request Approval to (Sponsor or Cosponsor) the {insert name of event),
(dates)

.

been taken to discipline attendance to ensure the minimum number of attendees. Then,
complete the following chart for your expected attendance.

Number of military attendees

Number of DA civilian attendees

Number of contractor attendees

Number of all other attendees (describe status and role in
conference—statutory volunteers, etc.)

Number of foreign government attendees

GRAND TOTAL

Of the attendees:

Number of local attendees (i.e., those not on TDY orders — usually
traveling from within the local commuting area)

Number of Amrmy-funded attendees (either centrally or command-
funded).

Number of spouses traveling at Government expense (additional
approval required)

6. Security. Provide contact information for the security office handling this conference.
State the classification of the conference and certify that the procedures outlined in

AR 380-5 (Department of the Army Information Security Program) have been followed,
if applicable. If any personnel from a forelgn government are attending or if any
classified information will be discussed, certify that coordination has been done with the
Office of the Deputy Chief of Staff, G-2 (DAMI). You must enclose a conference
security assessment, including threat and vulnerability assessments for the conference
facility site and any specific security requirements for the conference facility, with your
conference request. If the facility has not been selected at the time of the request,
include as much information as is known.

7. Funding and Contracts. Clearly explain how the conference is funded. Explain who
is paying for all costs associated with the event and what funding source they are using
(e.g., regular Operation and Maintenance, Army; official representation funds (ORF);
registration or exhibit fees; or any other Government agency funds). Include funding
from both the conference proponent and attendees’ organizations. For example, state

Army Directive 2011-20 2
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OFFICE SYMBOL
SUBJECT: Request Approval to (Sponsor or Cosponsor) the (insert name of event),

(dates)

whether attendees’ organizations are funding travel and reimbursable registration fees.
(A full explanation of registration fees should be included in paragraph 10.) If
applicable, state the amount of ORF being requested and the date the ORF packet was
submitted or will be submitted in accordance with AR 37-47 (Representation Funds of
the Secretary of the Army). If the contract vehicle is known, include details. Enclose
with your request any vendor proposal documents that will be relevant to
decisionmaking.

8. Meals and Incidental Expenses. State whether any meals will be provided at
Government expense in lieu of per diem. State the cost of each meal (including gratuity
and applicable taxes) per person. (For example, each day attendees will be provided
breakfast, lunch and dinner at the following costs: B = $#/person, L = $#/person,

D = $#/person OR conference attendees will be provided lunch each day at $#/person).
If a Govemment-furnished meal is provided, the proportional meal rate (PMR) applies to
military personnel and DA civilians for each day meals are furnished. Further, you must
demonstrate that the cost of the Government-furnished meals plus the PMR does not
exceed the per diem for the locale. If meal breaks are worked into the agenda and
attendees will purchase all meals with their provided per diem or optional
nonreimbursable registration fee, please indicate “No Govemment-furnished meals.” In
the “Estimated Cost” table in paragraph 12, you will need to show the calculations of
meals and incidental expenses (M&IE) and Government-furnished meals to make sure
attendees are given the proper M&IE rate. Travelers are authorized 75 percent of M&IE
on their departure and return dates (that is, travel days).

9. Refreshments. Refreshments are a personal expense and will not be provided at
Government expense. Conference planners may offer attendees the opportunity to
purchase refreshments as a personal expense not reimbursable by the Government.
On rare occasions refreshments are both non-segregable (not identifiable as a separate
charge in the facility costs) and non-negotiable (that is, the facility will not reduce the
cost of the venue if refreshments are refused). However, this situation is rare, and by
signing the conference request, the submitting official is attesting to the fact that the
refreshments are non-segregable and nonnegotiable.. Any refreshments provided must
be specifically addressed in the written legal review submitted with the conference
request.

10. Fees. State whether a conference registration fee or exhibitor (vendor) fee will be
collected: state the amount of the fee being collected for each person or vendor, and list
all expenses and costs covered by the fee. Collection of fees must be conducted as
permitted by applicable law, reguiation and policy. Any conference or exhibit fee must
be explicitly addressed in the written legal review submitted with the conference

Army Directive 2011-20 3
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OFFICE SYMBOL
SUBJECT: Request Approval to (Sponsor or Cosponsor) the (insert name of event),
(dates)

request. Please ensure that you refer to the policy document for additional
requirements governing fees.

11. Honorariums or Speaker Fees. State whether or not honorariums or speaker fees
will be paid and the cost paid for each speaker. In general, fees are limited to $2,000 a
person, but refer to your command policy and/or DOD 7000.14-R, Volume 10,

chapter 12, paragraph 1208 (Payments of Fees for Guest Speakers, Lecturers, and
Panelists) for more information.

12. Estimated Costs. State the estimated costs for all expenses listed in the table and
show all calculations; examples of appropriate remarks and calculations are provided.
Costs should include any Army funds to be expended, whether by the conference
proponent or attendees’ commands or organizations.

Expense Estimated Cost Any Applicable Remarks

Lodging costs for attendees (Hotel rate) x (# nights) x (# of attendees on
TDY)=$__ . Use the per diem lodging rate to
show whether the lodging is within per diem. If
the # of nights per attendee varies (e.g.,
support staff arrives early), show the
calculations.

M&IE costs for attendees FIRST & LAST DAY OF TRAVEL: (M&IE rate)
x 75% x (2 travel days) x (# of attendees on
TDY)=$___

CONFERENCE DAYS (w/ no Government-
furnished meals). (M&IE rate) x (# full
conference days) x (# of attendees on TDY) =

CONFERENCE DAYS (with Government-
furnished meals): (PMR) x (# days with
Government-furnished meals) x (# of
attendeeson TDY=$___.

NOTE: PMR is used for any days the
Government provides one or two meals; if it
provides three meals, only incidentals are
allowable. See the PMR Computation Table at
enclosure 4 for more information on PMR and *
allowable per diem.

Army Directive 2011-20 4
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SUBJECT: Request Approval to (Sponsor or Cosponsor) the (insert name of event),

(dates)

Expense

Estimated Cost

Any Applicablie Remarks

Government-furnished
meals

List each meal separately.

(Cost per meal) x (# of attendees authorized
Government-furnished meal) = §,

NOTE: Local attendees (those not in TDY
status) are not authorized to be provided
meals at government expense. The amount of
PMR plus the cost of the Government-
furnished meal(s) may not exceed per diem.

Travel costs for attendees

(Average price of plane ticket) x (# of
attendees) and/or POV reimbursement or
other travel methods.

Meeting space rental costs

Include all costs associated with facility rental
space per proposals. If the facility is in the
NCR, include the statement “WHS approval
has been included with this request.”

Audiovisual costs

Include any audiovisual cost estimates
(screens, microphones, etc.)

Fees for guest speakers,
lecturers, or panelists

Include cost for each speaker, travel costs, or
any other costs associated with speakers.
Include approval of honorarium if $2,000
limitation is exceeded.

Printing or reproduction
costs

Reproduction costs for handouts.

Standard supplies

Name tags, pens, paper, folders

Security costs

If applicable, as recommended by the
appropriate security office.

Other specific costs such
as van rental, telephone
fees, computer fees

For example, van needed to transport supplies
to venue.

Contracted facilitator or
coordination cost

Include the contract or requisition # if known,
Include description of what it covers and
estimated costs.

Army Directive 2011-20
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OFFICE SYMBOL
SUBJECT: Request Approval to (Sponsor or Cosponsor) the (insert name of event),
(dates)

Expense Estimated Cost Any Applicable Remarks
Personnel and associated Provide estimated military/DA civilian
costs personnel costs associated with coordinating,

preparing and executing conference. Include
any lodging or transportation required 1o plan
and execute the conference (i.e., site visits).
Do NOT include the personnel costs (salaries
and benefits) of those attending the
conference, other than support staff. For
assistance with personnel rates and
calculations, refer to

https://www.cape.osd.mil/costquidance/).

GRAND TOTAL $

13, Point of Contact. (Provide organization contact information: name, phone number,
email address.)

(reviewing official signature block)

NQTE: The following items must accompany this request:

1. Conference agenda

2. Legal review

3. WHS approval (for those using commercial space in the NCR)
4, Security review

5. Vendor proposals (if any)

Army Directive 2011-20 6
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COMPUTATION EXAMPLES OF PROPORTIONAL MEAL RATE (PMR)

The total amount paid by the Government for meals cannot exceed the locality meal -
rate. Therefore a conference sponsor must make sure the total amount to be expended
for Government-provided meals and reimbursed as PMR is within the locality meal rate.
This cost limitation makes it very difficuit for a conference planner to provide
Government-furnished meals, especiaily at a commercia! establishment, and remain
within the locality meal rate. Computations are done on a dally basis.

Example: A conference sponsor is planning to hold a conference at a location where
the CONUS rate for meals and incidental expenses (M&IE) is $46. The $46 consists of
$41 for meals and $5 for incidental expenses. The conference sponsor wants to
provide breakfast on the 2 full days of temporary duty (TDY) and a dinner on the second
day of TDY. The cost of breakfast for each person for each day is $7. The cost of
dinner for each person is $36.

Part I: Find the PMR

The tool at http:/iwww. defensetravel.dod millsite/perdiemCale.cfm provides the
necessary information to find the applicable meals rate and PMR. The chart is

applicable to this example. Note “Local Meals” is the full per diem rate and “Prop
Meals” is the PMR.

County and/for
Other Defined | Seasons Max Local { Prop. Maximum | Effective
LOCATION (1) | Location (2) |{Beg-End)| Lodging | Meals | Meals | Incidentals | Per Diem Date
STANDARD STANDARD 01/01-
CONUS RATE |CONUS RATE | 12/31 wmop Mo 5 123 100172010

Part I: Determine How Much the Conference Sponsor May Spend for Meals

Once the PMR is identified, the conference sponsor must determine whether the
cost for meals plus the PMR exceeds the meal rate. If the cost for meals plus the PMR
exceeds the meal rate, the conference sponsor is unable to contract for meals at the
proposed costs. In the example, the meal rate is $41.

Army Directive 2011-20 Enclosure 4
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For the first day of TDY, the conference sponsor wants to provide breakfast at a cost of
$7 a person:

Step 1 Find the PMR $26
Step 2 Find the local meal rate $41
Step 3 Add the cost of breakfast to the PMR $7 + $26 = $33

Step 4 Because the cost of breakfast and the PMR (step 3} is less
than the local meal rate (step 2), the conference sponsor
may contract for breakfast at this cost.

For the second day of TDY, the conference sponsor wants to provide each attendee
breakfast at a cost of $7 and also dinner at a cost of $36:

Step 1 Find the PMR $26
Step 2 Find the local meal rate $41
Step 3 Add the cost of breakfast and the dinner to the PMR $7 + $36 + $26= §79

Step 4 Because the cost of the breakfast, dinner and the PMR
(step 3) exceeds the iocal meal rate (step 2), the
conference sponsor may not contract for dinner at a cost
of $36.

Army Directive 2011-20 ) 2
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Mr. WORK. In May 2012, the Office of Management and Budget (OMB) released
a memorandum to promote further efficiency and cost consciousness and directed
the government to reduce cost and improve efficiencies in areas such as travel and
conferences. The Department of Defense (DOD) issued amplifying guidance that di-
rected the heads of each component or service to review all conferences that their
organization was hosting or sponsoring. In June 2012, the Department of the Navy,
in response to the OMB and DOD guidance, issued the attached updated conference
guidance and data call.
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THE UNDER SECRETARY OF THE NAVY
WASHINGTON DC 203%0-1000

June 12, 2012

MEMORANDUM FOR DISTRIBUTION
SUBJECT: Updated Guidance and Data Call on Conferences

References: (a) OSD memo “Implementation of May 11, 2012, Office of Management
and Budget Memorandum, ‘Promoting Efficient Spending to Support
Agency Operations’” of June 3, 2012
(b) OMB memo M-12-12 of May 11, 2012
(c) ALNAV 072/11
(d) DON/AA memo of January 31, 2012 (NOTAL)

Reference (a) provides initial guidance for implementing those portions of
reference (b) that concern conference planning and accountability.

The conference approval authorities identified in paragraphs 3A(1) and 3B of
reference (c) are rescinded. Until further guidance is published, conferences estimated to
cost over $500,000 must be approved by the Deputy Secretary of Defense
(DEPSECDEF), and conferences costing between $100,000 and $500,000 must be
approved by the Office of the Secretary of Defense Deputy Chief Management Officer
(OSD DCMO). Department of the Navy (DON)-sponsored conferences costing less than
$100,000 in DON funds will continue to be approved per paragraphs 3A(2)and 3C of
reference (¢) and reference (d), subject to the temporary restrictions described below.

Reference (a) directs a review of all upcoming conferences that the DON is
hosting or sponsoring, or that DON employees will be attending, where expenses to the
Department of Defense (DoD) are likely to exceed $100,000. To accomplish this task,
provide the following information to the Department of the Navy/Assistant for
Administration (DON/AA) by July 5, 2012.

1. Complete attachment (1) for all upcoming conferences (as conferences
are defined in paragraph 6 of reference (¢)) that are being hosted or sponsored by the
DON where expenses to DoD are likely to exceed $100,000.

e This includes conferences planned but not yet approved, and
conferences that are approved but have not been held.

» Conference expenses include attendee registration fees, attendee travel
costs, attendee per diem costs, and all other costs associated with
planning and hosting the conference.
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SUBJECT: Updated Guidance and Data Call on Conferences

* Attendees include both Navy and Marine Corps personnel, as well as
DON civilian employees.

2. Using attachment (2), list all conferences that DON employees in your
immediate and subordinate organizations plan to attend. Include those being hosted by
the DON, another government agency (Department of the Army, General Services
Administration, etc.), or a non-Federal entity. Addressees must aggregate the estimated
travel and per diem costs by conference.

A cover memo must accompany attachments (1) and (2) stating that the
included conferences significantly advance the DON’s mission, and that expenses and
activities associated with these conferences comply with all applicable travel, conference,
and acquisition regulations. A sample cover memo is at attachment (3).

I will forward the results of the review to OSD DCMO. Planning for all
conferences may centinue, but until this review is completed and transmitted to DCMO,
the following rules apply:

e Conferences for which funds have been obligated, e.g., approved travel
authorizations, signed contracts, signed no-cost contracts, will be
executed as approved.

» Conferences for which no funds have been obligated, even if approved
prior to June 3, 2012, are on hold but planning should continue.

» Iftotal DON expenses will exceed $100,000 for any conference hosted
or attended by DON employees, travel authorizations will be suspended
pending notification to OSD DCMO.

© Any conference not approved before June 3, 2012 and estimated to cost
between $100,000 and $500,000 must be submitted through the chain of
command for approval by OSD DCMO.

¢ Any conference not approved before June 3, 2012 and estimated to cost
over $500,000 must be submitted through the chain of command for
approval by DEPSECDEF.

Semi-annual reports are required. Complete the semi-annual report, attachment
(4) for conferences held by addressees or their subordinates. The first report covers the
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SUBJECT: Updated Guidance and Data Call on Conferences

period September 21, 2011 through March 31, 2012, and is due to the DON/AA on July
30,2012. The second report, covering the period April 1, 2012 through September 30,
2012, is due November 1, 2012.

The shortest path to reestablishing reasonable DON approval authorities is to
rapidly provide accurate data. Iam confident in your full cooperation in this effort.

Questions may be addressed 1o Joy Douglas, joy.douglas@navy.mil, (703) 692-
6684 or Sharon Williams, sharon.williams@navy.mil, (703) 693-0591.

dbert 0. Work

Attachments:

1. Brief Sheet for a Conference Hosted
2. List of Conferences to be Attended
3. Sample Memo

4. Semi-Annual Report

Distribution:
ASNs

GC

DNS

DMCS
DON/AA
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d by DON Where Expenses are Likely to Exceed $100,000 DON-Wide

ftem

Descilptian

Notes/Comments

31 Submitting Organization
2 Conferente Title

ity

T state

3 Geographic Location

4_Dates {start f end)

5 Purpose of Conference

& Frequency of Conference

7 Duration of Conference

Days, including travel doys: !

Facility {include whether facility isa
8 military instaltation, government
building, hotel, etc.}

15 2t NFE invalved? Hf yes, specify in
"Notes/Comrments" column,

Fedéral Governieit

Non-Federal

Planned Number of by

B the categories indicated

Dol
DGN facel. ON) Other

Bowernment

N Lodging {Indicate If gov't provided

! fodging, or if it was within per diem.}

Rental Cars {Identify requirements,
12 justify the need, discuss carpaoling
and other options)

Agenda (Are there evening events?

Do pre- or post-conference sacial

events require attendees to extend
)

Meals (Within per diem rates? Are
any meals being furnished during the

14 conference? If so, have attendees
been notified to annotate trave!
orders?}

Conference Fees (is there a
conference fee? If 50, what is covered|
by the fee? Have you coardinated
with your Budget Submitting
Office{BSC)/OL, PER regarding
conference fee collection?)

Cost tem

Estimated Cost|

foliars

Totat Travel

Total Per Diem

Conference Fees

16 BON Cast Analysis

Faility Rental

Contractor Support

Planning Costs (salaries, travel, et}

Other (specify, sdd lines as necessary}

Total DON Costs {excl. atiendee sataries}

Efforts ta reduce costs {identify

efforts taken 16 reduce costs)

Conference Point of Contact

Rank/Name [

Fhone

e-mail address

1
8 infarmation

Attachment {1}



List of Conferences to be attended
by any DON employee (military or civilian)

Eatiniatad

Vtbes oF © - Etboated

; ; DON:
~Submiting Dificial Name.of the. " '

travel & par
emplavees: diam dosts.
aitendlng™ 1 {fatalf

reanization Conferenice Geographictacation Dates of Conferance;;

Sity Stare Sran End

Americar] Soclety of
Military Comptroliers . :
OON/AA - \AnpualConference . |Kansas Gty * MO

: iife AmaricaR Society of Military
11-Sep-121 . 12-Sep-12 |Comptrollers

3183100 je oniy

! Includes DON, other DoD, other Federal agencies, & Nno-Federal Entities - anything anyone is attending.
% Include military and civilian,

Note: Conferences on this list will not have a corresponding “"Conference Approval Brief Sheet” if the
submitting organization is not the sponsor.

Attachment {2}

4]
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LETTERHEAD
DATE
MEMORANDUM FOR DEPARTMENT OF THE NAVY/ASSISTANT FOR
ADMINISTRATION

SUBJECT: Updated Guidance and Data Call on Conferences
Reference:  (a) UNSECNAYV memo of June X, 2012 |

Attachments (1) and (2) are forwarded in response to reference (a).

I certify that the conferences reflected in the attachments significantly advance the
Department of the Navy’s mission, and that the expenses and activities associated with

these conferences comply with all applicable travel, conference, and acquisition
regulations.

JOHN DOE

Attachments:
1. Brief Sheet for a Conference Hosted
2. List of Conferences to be Attended
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Mr. MORIN. See attached memo (28 Oct. 2011 Air Force POlicy Memorandum—

Conferences).
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SECRETARY OF THE AIR FORCE
WASHINGTON

MEMORANDUM FOR MAJCOMSs/FOAs/DRUs
DISTRIBUTION C

SUBJECT: AIR FORCE POLICY MEMORANDUM — CONFERENCES

This is an Air Force Policy Memorandum immediately implementing updated Air Force
policies regarding the processing and approval of requests from Air Force organizations to hold
conferences. Compliance with this Memorandum is mandatory. It applies to all conferences
sponsored, co-sponsored or funded, in whole or in part, by Air Force offices or organizations,
including Air Force Reserve and Air National Guard organizations, when appropriated funds are
used. To the extent its direction is inconsistent with other Air Force publications, the
information herein prevails, in accordance with AFI 33-360, Publications and Forms
Management.

The Air Force remains committed to the efficient stewardship of public funds when it
comes to planning and executing conferences. All Air Force-sponsored or funded conferences
must be necessary for mission accomplishment, must be the product of sound and comprehensive
cost analysis and must stand up to scrutiny, particularly with respect to our fiscal responsibilities.
We must avoid both actual and perceived careless, wasteful or extravagant expenditures. To this
end, attached is a re-statement of the Air Force’s policy and guidance on conference planning
and approval. The Administrative Assistant to the Secretary of the Air Force (SAF/AA) is
designated as the Air Force point of contact for conference-related policy.

Ensure all records created as a result of processes described in this Memorandum are
maintained in accordance with AF Manual (AFMAN) 33-363, Management of Records, and
disposed of in accordance with the Air Force Records Disposition Schedule (RDS) located at
hitps:/afiims.amc.af.mil/.

The policy and guidance in this Memorandum becomes void afier 180 days have elapsed
from the date of this Memorandum, or upon release of an Air Force publication incorporating the

policy and guidance, whichever is eatlier.
7 it 07X
Michael B. Donley

Attachment:
Air Force Policy on Conferences
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AIR FORCE POLICY ON CONFERENCES

Conferences continue to draw great interest and scrutiny. In our continuing effort 10 ensure
appropriate liscal responsibility for planning and conducting conferences hosted or funded by
Air Force organizations, the following is provided as an update of Air Force policy in this area.
When it is determined that only a conference will suffice to accomplish official business,
conference planners and senior leadership must ensure that conferences are planned and
conducted in accordance with this policy.

GENERAL POLICIES:

[

Appendix R of the Joint Travel Regulations/foint Federal Travel Regulations (JTRAFTR)
provides Department of Defense (DoD)) policy and perspectives regarding conferences,
particularly regarding conference planning. Appendix R includes a reminder that “the public
interest requires that Uniformed Services and DoD agencies exercise strict fiscal
responsibility when selecting conference sites™ ... so as to “minimize conference costs.” It
also provides that when DoD personnel attend conferences sponsored by others,
representation should be kept to a minimum “consistent with serving the public’s interest.”
Conference planners must familiarize themselves with applicable DoD and Air Force
regulations and travel policy guidelines before starting to plan a conference. Conference
planners and approval authorities should also refer to Appendix R for the factors to be
considered in planning and approving conferences that will be supported in whole or in part
with Air Force funds.

Conference defined. The JTR/JFTR broadly defines a “conference” as a “meeting, retreat,
seminar, symposium or event that involves travel.”

e This definition includes events that are training activities under 5 Code of Federal
Regulations 410.404, but not “regularly scheduled courses of instruction conducted at
a Government or commercial training facility.”

e Inrecognition of the fact that a number of gatherings necessary to carry out official
business might otherwise tfall under the broad JTR/JFTR definition, “conference™ has
been interpreted not to include assemblies or gatherings convened to address business
matters internal to the Air Foree (or other topics with little relevance outside the Air
Force) and those primarily involving day-to-day Government operations. This
exception further includes events required to carry out the Air Forces statutory and
regulatory functions, such as inspections, audits, investigations, site visits,
negotiations and litigation. Examples of the types of internal deliberative-type
decision-making events not considered to be “conferences™ are Air Force Corporate
Process activities, personnel boards (e.g., promotion), and developmental teams.

* Events that may otherwise fall outside the delinition of a “conference” may [all
within this policy and guidance, depending on the facts. if they take on indicia or
characteristics of a “conference.” These include registration, a published substantive
agenda, scheduled speakers or discussion panels, participation of non-Air Force
personnel, ete. Organizers and approval authorities should carefully examine the
factors and considerations set out herein and seek advice from their local legal
advisor as appropriate. Any doubt regarding the application of these policies and
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guidance will be resolved in favor of seeking approval, at least through the
preliminary approval process outlined herein.

Consideration of alternatives. All offices considering a conference as a means of training,
planning or disseminating information will first consider the alternatives available, whether
teleconference, videoconference, e-mail or correspondence or other means.

Preference for use of Government-owned/Government-provided facilities. When a
conference is the only viable option, the first choice for a location must be a venue controlled
by the Federal government, preferably one in the local area of the largest group of anticipated
attendees. This “local first” approach will help minimize conference-related spending.
Therefore, unless fully justified, all Air Force-sponsored or funded conferences must take
advantage of on-base or other Government-owned/provided facilities. All Air Force-
sponsored or funded conferences that involve classified information must be held in a
suitable on-base or Government-owned/provided facility. Conference planners will consider
alternate dates and locations in an effort to take advantage of the cost savings on-base
facilities may provide. Commercial facilities should be used only when they are clearly
shown to be more economical or when military or other Government facilities are
unavailable when needed.

Minimization of number of attendees and support staff. Conference planners and approval
authorities are responsible for ensuring that only the minimum number of attendees and
support staft needed to accomplish mission requirements will participate in Air Force-funded
or hosted conferences. :

Minimization of conference-related expenses. As responsible stewards of taxpayer dollars,
Alr Force personnel must seek opportunities to combat inefficient or wasteful spending — and
to improve Govermment perfonmance and management, Conference planners and approval
authorities are expected to take a proactive approach in examining the utility and frequency
of conferences and to optimize opportunities to reduce conference-related expenses.

Exceptions to policy. Requests for exceptions to policy will be submitted via cominand
channels to the office of the Administrative Assistant to the Secretary (SAF/AA).

APPROVAL AUTHORITIES:

Signiticant events. Authority to approve conferences involving any of the following
(regardless of event location) must be processed through SAF/AA for approval by the
Secretary of the Air Force (SECAF) or the Under Secretary of the Air Force (USECAF):
* Those involving the expenditure of $500,000 or more in funds for conference-related
costs, regardless of the source of the funds;
* Those involving co-sponsorship with a non-Federal entity or other Government
agency (regardless of the level of expenditures); and
* Those involving spouse travel (regardless of the level of expenditures).
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2. Other off-base conferences. The levels of approval authority currently enumerated in
paragraph 10.2.5 of AFI 63-601, Volume 1 are hereby modified.

» For conferences held off Air Force installations (whether at another Government
facility or a commercial venue) with total anticipated conference costs less than
$500,000, (and not otherwise meeting the criteria of Paragraph 1 above), the approval
authority is established at the following levels. Unless otherwise indicated. this
authority may not be further re-delegated.

o For the Secretariat: SAF/AA;

o For the Air Staff and other National Capital Region (NCR) organizations:
requests will be processed through the Assistant Vice Chief of Staft
(AF/CVA) and the Vice Chief of Staff (AF/CV) for approval by SAF/AA;

o For the MAJCOMS and subordinate organizations: the MAJCOM vice
commanders (CV). This authority may be delegated by the MAJCOM/CV to
Numbered Air Force commanders for wing-level events only;

o For Field Operating Agencies: the HQ USAF two-letter office having
oversight of the activity;

o For the USAF Academy: the Superintendent: and

o For AFOTEC: the Commander.

Other on-base conferences. Requests to hold conferences on Air Force installations (and not
otherwise meeting the criteria of Paragraph 1 above) will be routed through the installation
commander for coordination before being sent to the appropriate approval authority. The
authorities listed in Paragraph 2 above also act as the approval authorities for conferences
being hosted or sponsored on Air Force installations.

()

CONFERENCE REQUESTS:

1. Except where preliminary approval is given, no funds may be obligated or otherwise
committed for conference facilities or other conference-related expenses before approval
authority review and action is obtained.

s Approval of a prior year conference does not suffice as approval in subsequent years.
Due to changes in costs, focus, needs, and availability ol resources, each event must
be evaluated on its own merits.

*  Where retention of a commercial conference planner/coordinator is contemplated,
preliminary approval (as outlined below) will be obtained from the appropriate
approval authority before such services are engaged.

« Final review and approval must be sought no later than 60 days prior to the planned
event. Failure to submit a timely request for final approval may result in denial.

o All conference-related contracts must be signed by a warranted contracting officer or,
when authorized, a government purchase card holder.

2. Conference requests must be signed by a general officer (GO) or member of the senior
executive service (SES) as an affirmation of compliance with DoD and Air Force policy prior
to routing the request through command channels for review and approval.
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3. Conference request packages (preliminary and final) will include the information essential
for an approval authority to make an informed decision. See Appendix R of the JTR/JFTR as
a reference.

4. Preliminary approval requests. Requests for preliminary approval of a conference are not
required in all cases. A preliminary approval request will be submitted as early as possible
whenever conference planners anticipate that long-range plans or financial commitments will
be nceded and/or they lack sufficient information for the final approval process. Preliminary
approval is conditional (limitations on expenditures approved should be addressed in the
preliminary approval docuament) and must be followed up with a timely final approval
package. Preliminary approval packages will be appropriately staffed and include:

A discussion of the mission purpose or focus of the event;

The anticipated date(s) of the event;

A discussion of the alternatives to a conference that have been considered and why
each was found not to be acceptable from a mission purpose perspective;

A discussion of the anticipated or desired location of the conference, including “local
first” considerations as, discusscd above, and steps taken or to be taken to adjust dates
or locations to secure an on-base or Government-owned/provided facility;

A draft agenda outlining anticipated speakers, presentations and other activities;

A list of anticipated invitees/attendees;

An estimate of costs. To the extent possible with available information, the tool at
https:/www.cape.osd. mil/costguidance/ will be used to complete an analysis and the
results included with the request;

A discussion of how this event was conducted in prior years (if previously held) and
what savings are anticipated; and

Any other pertinent information.

5. Final approval requests. Final conference approval requests are required in all cases. Ata
minimum, conference request packages submitted for final approval will be appropriately
staffed and include:

(For all events) A discussion of the mission purpose or focus of the event;

(For all events) The anticipated date(s) of the event;

(For all events) A discussion of the alternatives 10 a conference that have been
considered and why each was found not to be acceptable from a mission purpose
perspective;

(For proposed off-base events) A discussion of the efforts made to secure an on-base
or Government-owned/provided facility, including possible adjustment of dates and
locations, and an explanation of why those alternatives do not meet mission
requirements;

(For proposed off-base events) A discussion of the geographic siles considered (at
least 3). Among the factors to be considered/discussed are the “local first”
considerations as discussed above, per diem expenses, travel costs, proximity to a
majority of attendees, and consideration of lower off-season rates or peak seasons;
(For proposed off-base events) A discussion of the alternatives available at the
desired geographic site (at least 3). Among the factors to be considered/discussed are
inclusion on the FEMA list of approved accommodations, willingness to exempt
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taxes for lodging, distance to nearest airport and availability of free shuttle service (in
lieu of rental cars, taxis or Government vehicles), cost of the venue if commercial
space is to be rented, and availability of rooms at the established per diem rate.

o (For all events) A proposed agenda with sufficient detail regarding speakers, topics,
break-out sessions (location and purpose), and social events. Conference-related
activities should not inappropriately extend the temporary duty (TDY) status of
attendees or otherwise delay their return to duty;

s (Forall events) A itemization of the proposed attendees and support staff
requirements along with a discussion of efforts taken to minimize attendees and
support staff;

s (For all events) A breakout of the anticipated costs for attendees (estimated travel,
transportation and lodging), to include an indication of how many attendees will
participate in a TDY status and how many local area personnel will participate;

s (Forall events) A breakout of anticipated support costs, including efforts to reduce
audiovisual equipment rental and other support costs;

¢ An estimate of the total costs of the conference;

* A cost-benefit analysis completed pursuant to the Secretary of Defense’s
memorandum, dated 27 December 2010, “Consideration of Costs in DoD Decision-
Making.” The tool at https.//www.cape osd.mil/costguidance/ will be used to
complete this analysis and the results included with the request;

e (For all events) A discussion/comparison of the anticipated costs with the costs for
this event in prior years;

o (For all events) A security assessment that addresses threat and vulnerability
assessments for the proposed conference facility site and any specific security
requirements for the conference facility or as a result of anticipated attendees or other
participants;

o (For all co-sponsored events) A copy of the approval of the proposed co-sponsoring
organization (ILAW the Joint Ethics Regulation) and a copy of the dratt memorandum
of agreement between the proposed co-sponsors which explains the roles and
contributions of all parties; and

« Any other appropriate factors or information.

MEALS AND LODGING: Air Force policy regarding meals or light refreshments at
conferences will be promulgated in a pending change to AFI 65-601, Volume 1. Lodging and
meals will not be authorized or provided at Government expense o local area attendees except as
provided in AFI 65-601, Volume 1, and with the prior concurrence of the approval authority. If
meals are provided to personnel in a temporary duty status, the command or organization
sponsoring the event must ensure that the appropriate proportional meal rate is used. The cost of
meals provided by the Air Force must not exceed the per diem rate for the conference location.
All attendees will be advised to ensure that they correctly annotate travel vouchers.

REPORTING: Semi-annual reports of conference approvals will be forwarded (through
command channels) to SAF/AA by approval authorities every six months by 10 January (for the
prior July through December) and by 10 July (for the prior January through June). SAF/AA will
prescribe the form and content required for such reports.
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AUDITING: The SECAF or USECAF will ensure that an audit of conference processing and
reporting is initiated six months after the promulgation of this policy, and thereafier at their
discretion.

Attachments:
Template — Conference Request (Preliminary Approval)
Template -- Conference Request (Final Approval)
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CONFERENCE REQUEST ~ PRELIMINARY APPROVAL
[Use additional pages as necessary — reference paragraph number/title being continued]

. REQUESTING COMMAND/ORGANIZATION:

CO-SPONSORING ENTITY:
CONFERENCE TITLE:
PROPOSED DATES:

CONFERENCE MISSION PURPOSE / JUSTIFECATION (be specific, cite tangible
benefits):

WHAT ALTERNATIVES TO A CONFERENCE WERE CONSIDERED AND WHY WAS
EACH FOUND NOT ACCEPTABLE FROM A MISSION PERSPECTIVE?

. PROPOSED LOCATION (CITY/STATE - if known):

PROPOSED VENUE (COMMERCIAL) (GOVERNMENT) (If known be as specific as
possible):

HOW HAS THE “LOCAL FIRST” POLICY ON GOVERNMENT TRAVEL AND
CONFERENCE-RELATED SPENDING BEEN CONSIDERED/IMPLEMENTED?

IF PROPOSED VENUE IS NOT A GOVERNMENT OWNED OR PROVIDED
LOCATION, WHAT STEPS HAVE BEEN OR WILL BE TAKEN TO SECURE SUCH A
LOCATION? IF NONE AVAILABLE, WHY?

PROPOSED PARTICIPANTS (Indicate range of grades of participants and initial estimate
of numbers):
s MILITARY ATTENDEES:
s GENERAL OFFICERS:
 DOD CIVILIAN ATTENDEES:
« POLITICAL APPOINTEES:
* SES:
¢ DOD CONTRACTOR ATTENDEES:
¢ NON-DOD ATTENDEES:
» OTHERINVITEES:
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12. WILL REQUEST INCLUDE SPOUSE TRAVEL FUNDED AT GOVERNMENT
EXPENSE? (if yes, indicate number of spouses to attend and provide justification for their
attendance.)

13. WILL CONFERENCE BE HELD IN CONJUNCTION WITH OR BE CO-SPONSORED
BY A NON-FEDERAL ENTITY OR OTHER GOVERNMENT ORGANIZATION? (If yes,
provide available details on proposed co-sponsorship arrangement)

14. WHAT IS THE PROPOSED/DRAFT AGENDA (Be as specific as possible):

15, ESTIMATED TOTAL COST (Initial estimate):
s  Travel:
s Lodging:
s MI&KE:
e Other Costs (Function space, audiovisual, facilitator):

16. RESULTS OF INITIAL COST-BENEFIT ASSESSMENT (Use tool at:
https://www.cape.osd.mil/costguidance/ )

17. 1F THIS EVENT HAS BEEN HELD IN PRIOR YEARS, WHEN WAS IT LAST HELD,
WHAT WERE TOTAL COSTS AND HOW WILL THE PROPOSED EVENT DIFFER?
WHAT STEPS HAVE BEEN TAKEN TO ENSURE ECONOMIES/COST SAVINGS OR
COST REDUCTIONS?

18. WILL A CONFERENCE PLANNER OR COORDINATOR OR SIMILAR COMMERCIAL
SOURCE OF SUPORT BE ENGAGED? (Describe expected duties and projected costs)

19. OTHER PERTINENT INFORMATION:

20. CONFERENCE POC:

REQUEST MUST BE SIGNED BY A GENERAL OFFICER OR SES
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CONFERENCE REQUEST — FINAL APPROVAL
[Use additional pages as necessary — reference paragraph number Aitle being continued]

REQUESTING COMMAND/ORGANIZATION:
CO-SPONSORING ENTITY:

CONFERENCE TITLE:

PROPOSED DATES:

CONFERENCE MISSION PURPOSE / JUSTIFICATION (be specific, cite tangible
benefits):

WHAT ALTERNATIVES TO A CONFERENCE WERE CONSIDERED AND WHY
WAS EACH FOUND NOT ACCEPTABLE FROM A MISSION PERSPECTIVE?
PROPOSED LOCATION (CITY/STATE):

WHY IS PROPOSED LOCATION PREFERRED? (What alternatives were considered?
What factors were considered?) :

PROPOSED VENUE (COMMERCIAL) (GOVERNMENT) (Be as specific as possible):

HOW HAS THE “LOCAL FIRST” POLICY ON GOVERNMENT TRAVEL AND
CONFERENCE-RELATED SPENDING BEEN CONSIDERED/IMPLEMENTED?

IF PROPOSED VENUE [S NOT A GOVERNMENT OWNED OR PROVIDED
LOCATION, WHAT STEPS WERE TAKEN TO SECURE SUCH A LOCATION? IF
NONE ARE AVAILABLE, WHY?

. WHY IS PROPOSED VENUE PREFERRED? (What alternatives were considered?

‘What factors were considered?):
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WHAT HAS BEEN DONE TO IDENTIFY AND ASSESS POTENTIAL SECURITY
OR FORCE PROTECTION CONCERNS?
¢ WHAT ACTIONS WILL BE TAKEN TO ADDRESS THESE CONCERNS?

PROPOSED PARTICIPANTS (Indicate range of grades of participants and numbers
expected/invited):
s MILITARY ATTENDEES:
« GENERAL OFFICERS:
» DOD CIVILIAN ATTENDEES:
e POLITICAL APPOINTEES:
* SES:
* DOD CONTRACTOR ATTENDEES:
¢ NON-DOD ATTENDEES:
¢ OTHER INVITEES:

. HOW LARGE A SUPPORT STAFF (AIR FORCE AND CONTRACTOR) WILL BE

INVOLVED? HOW MUCH HAS BEEN SPENT OF PRELIMINARY PLANNING?

WHAT STEPS HAVE BEEN TAKEN TO MINIMIZE THE NUMBER OF
ATTENDEES, INVITEES AND SUPPORT STAFF?

HOW MANY ATTENDEES AND/OR SUPPORT STAFF WILL BE IN A
TEMPORARY DUTY STATUS AND HOW MANY WILL BE FROM THE LOCAL
AREA?

IS SPOUSE TRAVEL FUNDED AT GOVERNMENT EXPENSE BEING
REQUESTED?
o ARE SEPARATE SPOUSE SESSIONS PLANNED? (Provide agenda)
+ NUMBER OF SPOUSES TO ATTEND:
+ JUSTIFICATION FOR SPOUSE TRAVEL/PARTICIPATION:

. WILL CONFERENCE BE HELD IN CONJUNCTION WITH OR BE CO-

SPONSORED BY A NON-FEDERAL ENTITY OR OTHER GOVERNMENT
ORGANIZATION?
¢ HAS CO-SPONSORING ORGANIZATION BEEN APPROPRIATELY
CERTIFIED? (If ves, attach copy)
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+ PROVIDE DETAILS OF PROPOSED CO-SPONSORSHIP ARRANGEMENT
OR AGREEMENT (Delineate expected contributions/responsibilities of parties)

20. WILL FUNDING FOR A PORTION OF THE CONFERENCE BE PROVIDED BY
AN OUTSIDE SOURCE? (If yes. describe source and uses of these funds)

21. WHAT IS THE AGENDA (Attach a copy with as much specificity as possible, include
“break-out sessions,” social events, collateral aclivities):
¢ WHAT ARE THE PROPOSED TRAVEL DATES FOR ATTENDEES?
¢ WILL THE AGENDA INCLUDE ANY CLASSIFIED INFORMATION? (If so,
what steps will be taken to safeguard the information?)

22. HAS A CONFERENCE PLANNER OR COORDINATOR OR SIMILAR
COMMERCIAL SOURCE OF SUPORT BEEN ENGAGED? (Describe expected duties
and projected costs)

23. ANTICIPATED TOTAL COSTS:
¢ Attendee Travel:
s Support Staff Travel:
o  Speaker Travel:
e Attendee Local Area Transportation:
*  Support Staff Local Area Transportation:
¢ Speaker Local Area Transportation:
o Attendee Lodging
*  Support Staff Lodging:
s Speaker Lodging:
s Attendee MI&KE
¢ Support Staff MI&E
¢ Speaker MI&E:
o Speaker Honoraria:
¢ Venue Rental/Charge:
o Audiovisual and IT Charges:
o Facilitator Costs:
e Other Costs:



97

24, WILL A REGISTRATION FEE BE COLLECTED? (From whom, how much and for
what purposes?)

25. HOW WILL MEALS AND SNACKS BE HANDLED ~ IN TERMS OF FUNDING?

26. WHAT ARE THE RESULTS OF A COST-BENEFIT ASSESSMENT (Use tool at:
https://www.cape.osd.mil/costguidance/ )?

27. WHAT STEPS HAVE BEEN TAKEN TO MINIMIZE CONFERENCE-RELATED
EXPENSES?

28. IF THIS EVENT HAS BEEN HELD IN PRIOR YEARS,
* WHEN WAS IT LAST HELD?
« WHAT WERE TOTAL COSTS?
« HOW WILL THE PROPOSED EVENT DIFFER?
« WHAT STEPS HAVE BEEN TAKEN TO ENSURE ECONOMIES/COST
SAVINGS OR COST REDUCTIONS OVER PRIOR YEARS?

29. OTHER PERTINENT INFORMATION:

30. CONFERENCE POC:

REQUEST MUST BE SIGNED BY A GENERAL OFFICER OR SES

Senator AYOTTE. Let me just ask you, Secretary Hale. Govern-
ment-wide Federal agencies have reported an estimated $115 bil-
lion in improper payments in fiscal year 2011, and in turn, we have
only recovered, as I understand it, a little over $1 billion of those
over $120 billion. Now, that is over across all Federal agencies.

So I would ask Secretary Hale and also Mr. Khan, how much did
DOD pay in improper payments over the last fiscal year, and how
much of that amount has been recovered? What are we doing to
make sure that we are clamping down on overpayments and also
recovering money that has been overpaid?

Mr. HALE. We have an aggressive program. I will start with the
end. We have an aggressive program, we believe, to look for im-
proper payments. I will give you some examples, and it varies by
the category of payment.

For commercial payments, we use a system called the Business
Activity Monitoring (BAM) system. It is a set of business rules that
looks for payments that look suspicious, and then kicks them out.
If they have the same number and the same date or a similar date
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and amount, it will kick them out for human review. The BAM sys-
tem has, we think, been quite effective.

TRICARE, which is our medical system that pays providers, has
built into all their contracts what amounts to a recovering auditing
procedure where they look after the money has been paid for
whether there have been overpayments.

We are developing, in connection with the legislation Congress
passed a couple of years ago, a post-payment sampling procedure
for all of our payment categories so that we will statistically go
back and verify that we have reasonable levels.

I believe it is around $1 billion of improper payments. That is $1
billion too much, but it is a tiny portion of our budget. We do have
a recovery procedure. Many of those improper payments are per-
sonnel, and we tend to get those back very quickly. We have the
best set of auditors in the world for personnel, which is all the peo-
ple that receive the money, and they tend to look very carefully at
their paychecks and tell us if there is a problem. Many of them will
tell us if it is too high. They will all tell us if it is too low, I think.
We are usually able to quickly correct those problems.

I think we have a good program, but it is one that needs contin-
ued attention because we are aware that in this day and age we
need to have as few as possible, preferably zero, improper pay-
ments.

So let me get you more specific numbers on the exact amount
and the recovery.

[The information referred to follows:]

Fiscal Year 2011:  Total Department-wide improper payments: $1139.5 million

Department-wide error rate: 0.18 percent
Total underpayments*: $456.4 million
Total overpayments: $683.1 million
Total recoveries: $368.6 million
Recovery rate (1 year) 54 percent (fiscal year 2011 only)
Recovery rate (cumulative) 93 percent (fiscal years 2004—2011)

*Underpayments are not subject to recovery.

In response to your question on what the Department of Defense (DOD) is doing
to prevent improper payments, we use a computer software tool (called Business Ac-
tivity Monitoring) that utilizes algorithmic logic to identify potential duplicate and
overpayments in time for a technician to review and stop disbursement if the trans-
action is identified as potentially improper. We also analyze the root causes of our
payment errors to see if technicians need additional training, or if a system edit
could help prevent future errors. DOD also conducts regular outreach meetings with
vendors and contractors to explain the importance of accurate invoicing and to en-
courage single invoice submissions where possible, rather than multiple submis-
sions. For example, if a vendor submits an invoice through regular mail and then
also submits it electronically, it is possible this could result in a duplicate payment.

DOD also has an aggressive debt management program to recover improper pay-
ments. One area that is proving especially successful is where a debt in one part
of DOD (let’s say the Army) can be offset against a payment pending in another
part of DOD (for example, the Navy). We call this our Centralized Offset Program.
We have also partnered with Treasury by transferring outstanding debts at day 120
instead of day 180 which is the legal threshold. By doing this earlier transfer, there
is a better chance for recovery because Treasury has access to collection tools not
available to other Federal agencies that enhance the collection of debt.

Senator AYOTTE. I appreciate that.

Mr. Khan, I do not know if you had anything to add to that.

Mr. KHAN. I am not going to dispute the numbers that Secretary
Hale has just mentioned. It is just that going back to fiscal year
2010, we had concerns about DOD not including all classes of
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transactions which were captured in the methodology for calcu-
lating improper payments. We understand this year—the class of
transaction I am referring to is commercial pay—that that is in-
cluded in the methodology for calculating improper payments. We
do have work underway to look at—essentially it is done on a sam-
pling basis as to how robust the methodology this year is to come
up with the improper payments numbers. Again, we are also going
to look at recovery auditing as part of that body of work. So we will
have more information forthcoming later on this year.

Senator AYOTTE. Thank you.

I just wanted to ask one final question with the chair’s permis-
sion.

We have this problem with the end-of-the-fiscal-year spendathon.
How do we solve this? How do we get to the point where there is
not this position and what are we doing about it, this idea that at
the end of the fiscal year, program managers and everyone in-
volved have to try to find ways to obligate money so that they are
getting to the end of the fiscal year and we do it on things that
we do not need because of this concern that if you do not do it, you
come before us and say, well, they did not obligate all their money
last year, they did not need it all, so we can give them less.

So help us with this because, I think, it is not only a problem
in DOD, I think it is a problem across the Federal Government.
But I know that it is a problem in DOD because I have spoken to
people at the highest levels about it and I have spoken to people
at the lowest levels about how this happens.

Mr. HALE. I share your concern. There are some rules in place
that Congress has put in place that we can only obligate so much
of our operating dollars in the last 2 months, and we do adhere to
t}lllat. But it is still a lot of money, and I do not think it solves it
all.

I will tell you something called the Budget Control Act is prob-
ably one of the better ways to do this. There is just going to be a
lot less free money, and we will be looking for ways to reprogram—
and I would like to address that in a moment, if I might—funds
to meet what are probably more than $3 billion of unbudgeted fuel
bills, some very substantial increases above budgeted levels for op-
erating tempo in Afghanistan. I think it will soak up a lot of the
dollars.

But I hear your concern. In a private business, if you have found
a way to save money at the end of the year and still meet customer
needs, you would probably get a bonus.

Senator AYOTTE. You would get a bonus.

Mr. HALE. We, unfortunately, do not do that, and there is some
of what you said, that we do judge, to some extent, by the amount
of obligations.

So I will not sit here and tell you it is not a problem. I think
that tighter times will help correct it, and there are some rules in
place that try to discourage it.

Do any of my colleagues want to add to that?

Mr. WESTPHAL. I totally agree.

The other issue that we get, as we work through Continuing Res-
olutions and the lack of a budget, we are also in many cases under-
executing on parts of our budget. That creates a different kind of
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culture within the enterprise about how dollars are allocated. So
we need a tighter process all the way around. We need a better
sense of our budget obligations where Congress can be helpful and
we need a better sense ourselves to manage through that.

I think we are getting the mechanisms. I do not know if you can
talk about this. In the Army we have some mechanisms to address
this end of the year.

Ms. MATIELLA. We do a very aggressive major review. For exam-
ple, we are doing that right now. We are looking at obligation
rates. We are making sure that folks are on track according to
their plan because everybody has a plan, an expenditure plan, out
there. So if we see that they are not spending according to plan,
then we ask them why and they have to come back and give the
reasons. Then at that point, we evaluate whether they are even ca-
pable of spending the money. If not, there are other areas where
there is a need. So the mid-year review process looks at that and
tries to push back on people spending according to plan, and if they
are not able to, what is it that is out there that is unfunded that
needs to be addressed.

Dr. MORIN. Ma’am, if I could add on behalf of the Air Force. We
are working on a number of lines in order to address this chal-
lenge. As Mr. Hale said, some of them are getting addressed natu-
rally by the more scarce dollars, and the fact that the Air Force is
looking at a more than $1.4 billion fuel price shortfall will mean
that we are tapping all of our other operational accounts looking
for the sources to pay for that. So that will reduce available funds
for all activities whether end-of-year spending or otherwise.

But I would also say that we are looking at some of the key areas
of challenge. End-of-year spending typically migrates to things like
information technology and support contracting. For information
technology, as part of our broad enterprise-level efficiency initia-
tives, we have moved to more strategic sourcing and enterprise-
level buys of that technology, which will make it harder for local
operations to identify and buy ahead of need, if you will, for infor-
mation technology because they have available resources. It will
bring those monies back to headquarters for prioritization.

Similarly, service support contracts are being very carefully
tracked as part of our efficiency effort. We are projecting a 30 per-
cent decline in service support contract funding for 2013 compared
to 2010, and we are enforcing those restrictions. So again, the abil-
ity to migrate dollars into that at the end of year is constrained.

But I think most importantly, what we are doing is working to
change a culture of spend-it-all. You particularly see this with our
acquisition programs where our progress reviews that the financial
and acquisition personnel conduct out in the field with the program
managers and program financial officers are focusing on right-
sizing and right-timing resources. It may be that a program needs
more resources in 2012 and fewer resources in 2013 because a par-
ticular piece is available earlier. It may be the opposite. We work
to realign those resources, take money that is made available and
apply it to higher priority warfighter needs. We have an open dis-
cussion with those program managers where they are incentivized
to find savings to address the substantial list of execution-year
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challenges that emerge in the context of running an enterprise of
the scale of the defense establishment.

Senator AYOTTE. I thank you all. I want to thank the chair for
her patience.

Also, I would suggest if it is not already a criteria, that perform-
ance evaluations be part of the measure, how much money did you
return to the taxpayers. Thank you.

Senator MCCASKILL. It reminds me of that episode of The Office
where Steve Carell found out that he had $4,300 left and he had
to spend it by the end of the day or he was going to lose it in next
year’s budget, and they had to decide whether to buy a new copier
or new office chairs. Near the end of the day, the CFO in the office
explained to him that he could get 15 percent of it in a bonus if
he did not spend it at all. You can imagine what he decided to try
to do.

Unfortunately, we do not have that at DOD, and we waste a lot
of money because of it.

Mr. HALE. I wonder if I might say a word about reprogramming?

This is an area that is very important to DOD. We depend on
this, and we work hard to be transparent and to have discipline in
this process. I am well aware that concerns have been raised in
Congress and by a number of members about it.

But I did want to put it in context for you. Last year in 2011,
we did policy reprograms. Congress allows a certain amount of me-
chanical transactions between funds, which are just that; they are
mechanical. Our policy-related ones were about %18 billion. That is
a huge sum of money, but it is less than 3 percent of our budget.
We put budgets together a full 2 years in advance before we com-
plete executing them. 97 percent 2 years in advance does not sound
that bad to me. We need that flexibility.

I understand we also need to do better at things like new starts
and to minimize them—and I am working to do fewer September
reprogrammings. The last one just did not work out for a variety
of reasons. But I would appeal to you to not judge the whole proc-
ess harshly. We need it to meet the needs of the warfighters and
to make effective use of taxpayers’ dollars.

Senator AYOTTE. I appreciate that and I understand that. I think
where we become concerned, is when it is leading us in directions
that we did not authorize or we said as a policy matter as a group,
we do not want you to go in this direction. That is where we be-
come concerned or starting something new. So I think those are the
areas where we become particularly concerned. I am not saying
that you do not need flexibility. So I appreciate that very much.

Senator MCCASKILL. I am going to try to get to some of the nitty-
gritty on some of the things we have talked about today now. I do
think we do need context. While I understand this conference in
Las Vegas is deplorable and embarrassing and horrible for tax-
payers, if you look in context, the reason it has become such a big
deal is it is so easy for everyone to understand. It is so easy for
everyone to visualize it. Therefore, it is very easy to communicate
it, and it is the kind of thing around here that allows everyone to
do righteous indignation and photo ops because it is bad and it is
easy for people to understand.
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Now, this stuff is not. It is the opposite. It is very difficult to un-
derstand. I have really worked at it to try to understand it.

But just to give context so people understand, we have a defense
integrated military human resource system that we spent 12 years
on and more than $1 billion in an effort to modernize the military
payroll and personnel systems. Of course, we had to cancel it 2
years ago. Now, if you look at that, that makes that money spent
on that conference in Las Vegas look like couch change.

If T look at all the 11 ERP programs, we now cumulatively are
$6 billion over budget and 31 years behind schedule. Now, that is
a problem. I know you are all working on it and I sense how fo-
cused you are and I do think improvements have been made. So
I am not here to say that we are not doing better because I think
we are. But I do think that if everyone out there understood the
magnitude of the issues that we face in terms of financial account-
ability in DOD, maybe they would be more focused on this than on
the clowns and the mind readers in Las Vegas.

Let me talk a little bit about the inability to account for funds
in Afghanistan. I have been worried about the accuracy of distribu-
tion of our money to the payroll of the Afghanistan National Army
(ANA). I know that the IG identified almost $50 million worth of
errors in the ANA payroll advances. They concluded this was pos-
sible because DOD did not have written procedures or perform ade-
quate reviews and they relied on summary and not detailed data
when distributing the quarterly advances.

After all the problems we had in Iraq and after all the reports
of the Special Inspector General for Iraq Reconstruction there, how
is it possible that we still have this level of failure in terms of writ-
ten procedures or review as it relates to the expenditures of funds
in Afghanistan?

Mr. HALE. I am not familiar with this, I am embarrassed to say.
I will get familiar with it. I am going to ask if any of my colleagues
are aware.

Ms. MATIELLA. I am not familiar with the issue. However, I can
propose that anytime there is a problem, it is because the systems,
like you said, are not there to do the work that they need to do.
As you well know, in the Department of the Army, our legacy sys-
tems just cannot do that kind of work. That is why we are rolling
out a new system, a system that will have much more discipline,
that is much more integrated than the ones we have now.

Senator MCCASKILL. Is the ANA payroll coming through the
Army or is it coming through OSD?

Mr. HALE. I think it would be through the Army, and we do pay
glem. This is American money. I believe it is done through the

rmy.

Senator MCCASKILL. I understand. There is a lot of the subject
covered here. If you will get back to me on this particular problem
because I want to make sure that we are doing better on that.

Mr. HALE. We will.

[The information referred to follows:]

Since the Department of Defense (DOD) Inspector General (IG) investigation was
completed in December 2011, the NATO Training Mission-Afghanistan/Combined
Security Transition Command-Afghanistan (NTM-A/CSTC—-A) has redesigned the

Afghanistan National Army (ANA) payroll distribution process, implemented inter-
nal control procedures, and developed detailed standard operating procedures. The
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payroll advances described in the DOD IG report have been replaced with the cur-
rent Direct Contributions process whereby ANA budget managers are provided a fi-
nancial commitment ceiling from NTM-A/CSTC-A, and Financial Management
Oversight offices at NTM—-A/CSTC-A provide oversight and control. Furthermore,
NTM-A/CSTC-A has put into practice four initiatives that have improved internal
controls and mitigated fraud within the ANA payroll process: integration of financial
advisors who work on-site in close cooperation with the ANA Corps Finance Officers;
implementation of a monthly pay verification process; implementation of a central-
ized pay system; and improved banking operations.

The ANA payroll funding is provided by the Office of the Secretary of Defense
(OSD) to Army who releases the funding to NTM-A/CSTC-A. During the commit-
ment letter process between NTM—-A/CSTC—A and the Afghans, OSD is notified of
the total payroll fiscal ceiling for Direct Contribution to the ANA. The commitment
letter requires ANA budget managers to specifically identify which items require
funding by Afghan budget code (e.g., salaries and food, incentives) instead of an
overall bottom line amount. Any deviation at the fund code level requires written
approval and an amendment to the distribution authorization. When funds are re-
quired by the Afghans, a funding request from the Afghanistan Ministry of Finance
is processed through the Defense Finance and Accounting Service and wired to the
Ministry of Finance into the ANA corporate account.

Senator MCCASKILL. I noticed that Mr. Work said that the Navy
will be shutting down more than 100 legacy systems over the next
few years. Do the other branches have numbers for me on how
many legacy systems and what the plans are that you are going
to be shutting down? Air Force or Army, do you have any numbers
for me on legacy systems?

Ms. MATIELLA. Overall, we are going to shut down 700 legacy
systems as we implement the different ERPs that we have. So to
date, for example, with GFEBS we have shut down 80 systems so
far. But in the long run, our goal is to shut down 700 systems.

Senator MCcCASKILL. Okay, and the Air Force?

Mr. TILLOTSON. For the two ERPs, DEAMS and ECSS, the target
was nine systems, as I recall, for DEAMS and about 240 systems
for ECSS. The ECSS shutdown, obviously, has been delayed. So
those plans, which should have been executing over the next sev-
eral years are now put out. As we deploy DEAMS, over the next
2 years, we will get a partial shutdown for each base that we go
to. We will not get the full shutdown until DEAMS goes to full
operational capacity, which is about in 2016 or thereabouts.

We are looking, however, at our broader range of business sys-
tems, and I will get back to you with the kinds of numbers we are
looking at there. Those are unrelated ERPs. This is part of the
broader business system review that we have been conducting all
along but we have put renewed emphasis on as a result of the 2012
language that directs us to go back and look at business expendi-
tures of $1 million or more over the Future Years Defense Pro-
gram.

[The information referred to follows:]

Yes. Separate from the 2 Enterprise Resource Planning systems previously de-
scribed the Air Force plans to shut down 65 legacy systems over the next 3 years.

Senator MCCASKILL. Are there any legacy systems that you want
to speak to at OSD?

Ms. MCGRATH. I can add that we just submitted our annual re-
port on business operations, and we do articulate a termination or
shutdown of 120 systems across the board. I think it is important
to note that regarding systems and instantiations of systems, there
is sometimes an art in the way we count. The 120 that we report
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back to you this year comes from our DOD IT repository. What we
are counting includes multiple instantiations of systems. Not to
make this more complicated, but there are many different versions
of systems that are out there. So when you are hearing really big
numbers, all that is very good news, but the way we count from
a departmental level, we would count those multiple instantiations
as one, even though there may be more than one out there in exist-
ence.

Senator MCCASKILL. What you are referring to is you would have
one system with a lot of modifications that had occurred over time,
and so you are counting each modification as a separate system as
opposed to that entire enterprise.

Ms. McGRATH. Or if we have a system that is deployed in the
Navy and it is the same one that is deployed in the Army, we
would count those as two instantiations of the same system. They
both have the same name.

So, I would just caution: This has been a long dialogue with re-
gard to how we count systems and what those definitions are.
Again, it is all very good news in terms of shutting down and
rationalizing the legacy environment. When we report on an an-
nual basis to you, we are very specific about the authoritative data
source that we use.

I can say unequivocally we have terminated 120 systems that
were in the DOD inventory last year, in addition to some of what
the military departments are articulating in terms of various
instantiations. It is all good news, and I do not mean to complicate
it, but it is important to understand where the numbers come from.

Senator MCCASKILL. Yes, Secretary Westphal?

Mr. WESTPHAL. Madam Chair, if I could. The Army went through
a series of portfolio reviews on each of our enterprise systems. I
just held a meeting on each one of them to have a report on how
many of the legacy systems we are in fact—as we integrate these
enterprise systems, we are eliminating.

I have asked our staff to get together with those two great folks
that you have behind you there, Mr. Levine and Mr. Carrillo, to re-
port to them about the results of the portfolio reviews. I do not
know if they have received that report yet. But I wanted the com-
mittee—because I think the three Under Secretaries have been in
great partnership with your staff over the course of the last year
and a half meeting on a regular basis and sending our folks to re-
port on these activities to get some feedback, but also to keep you
and the membership involved.

So on these portfolio reviews, I think at least the Army will be
able to give you a pretty good assessment of where we are in terms
of those legacy systems and what progress we intend to make this
year as we integrate across all these different portfolios.

Senator McCASKILL. Okay.

You mentioned GFEBS, let me go down that road.

According to the DOD IG, GFEBS does not have effective inter-
nal controls and, as a result, does not contain accurate and com-
plete general ledger information as required by applicable law.

At about the same time, GAO reported that approximately two-
thirds of the invoice and receipt data must be manually entered
into the Army’s GFEBS system from the invoicing and receiving
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system due to interface problems, and the system’s limitations sig-
nificantly affect users’ abilities to perform their daily task. As a re-
sult, Army installations were certifying year-end data with caveats
and notes relating to inaccurate, incomplete, and missing data.

This system, this General Fund Enterprise Business System, was
initiated more than 7 years ago and is scheduled to be effectively
deployed this summer—fully deployed. How soon do you think you
can address these problems, and do you agree with both the find-
ings of GAO and the DOD IG as it relates to these problems?

Ms. MATIELLA. Some of this work was done almost 2 years ago,
and since then, GFEBS has gone through a lot of reviews and a
lot of fixing. Like you said, at this point we are almost fully de-
ployed. We have 45,000 users on the system. We project to have
about 55,000 users in the end. We have closed out several years.
We got a clean opinion on appropriations received. After exam 1,
which examined three different installations and how they used
GFEBS, we got a qualified opinion on that. We are getting ready
to roll out exam 2. So we are doing a lot of self-checking, and
through that self-checking, we are improving GFEBS.

At the time that they did the audit, we were not as compliant
as we are now. Right now we are 95 percent compliant with Stand-
ard Financial Information System (SFIS) requirements which DOD
requires and that the Army Audit Agency (AAA) checks for us. So
we have made a lot of improvements in GFEBS since that time.

However, we still have problems and we continue working on
those problems. The Army has been very aggressive, but it is a sys-
tem that shows—I have talked with different CFOs throughout
Government about this software. It is systems, applications, and
products (SAP) software. I have talked with them about whether—
for example, SAP is used by the Department of Agriculture who
has a clean opinion and got a clean opinion with this software. So
I have talked to them about how they rolled it out, how they were
using it, and they are all believers in the fact that this is good soft-
ware. So it is just a matter of us learning how to use it, making
sure that we are improving the way we use it, so that we are inter-
facing into it correctly. We do have interface problems, but we are
getting data that drops out of it. That itself has also improved. Our
reject rate is much lower than it used to be. We are tracking it.
We send weekly reports to the CMO and to Secretary Hale about
how we are improving those reject rates. So we are holding our-
selves very accountable for improving it. So we see a bright future
for GFEBS.

Senator MCCASKILL. Mr. Khan, do you have any comment on
Secretary Matiella’s comments?

Mr. KHAN. The GFEBS problem highlights an issue which is a
bigger issue, the issue of the manual work-around that we high-
lighted in our report. That is because of the information the ERPs
are going to be receiving from the feeder systems, the older sys-
tems, which are going to have to continue operating because there
are so many of them. This is an issue which other ERPs also will
be facing because the system operational entries of the feeder sys-
tem and then that has to really get communicated into ERPs. If
that is not done correctly, then there would be a need for manual
work-arounds.
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Ms. McGRATH. Ma’am, I would just agree with what Asif just ar-
ticulated in terms of the challenges, in terms of passing the data
from the legacy environment into the ERP. We do not have stand-
ard data across the enterprise, and so it becomes evident in the im-
plementations. That is why we are working from an end-to-end per-
spective, because if we do not, then we will never fix the ECSS. We
have to take that broader perspective to your point earlier about
the business process reengineering. It requires us to bring forward
all of the legacy practices and change them so that when we are
implementing these ERPs, we have a holistic approach to the data
and the systems and the training aspects that have been identified.

Senator MCCASKILL. Stepping back from this, do you think we
have made—if you look at what has been a common problem in all
of these struggles, it has been data standardization and it has been
the specs on interface. So if 5 years ago, on a scale of 1 to 10, we
were a 1 on data standardization and interface specs, are we at a
5 now? Can we measure our progress? Because really that is what
has caused a lot of these overruns and the date sliding and a lot
of the money that has been wasted. Am I correct? Those two
issues?

Mr. WESTPHAL. You are, Madam Chair. I will give you one exam-
ple of what I think you are trying to show here. If you take the
Army’s personnel system and its financial systems, they were two
separate systems that did not interface. So consequently when an
auditor says how do I know Colonel Westphal is really married?
Colonel Westphal has been in the Army for 30 years. Somebody
goes back and looks and cannot find a marriage certificate because
30 years ago there was a different way of doing that and the per-
sonnel system was not interfacing with the financial system. So
this enterprise system, IPPS-Army, will integrate those two sys-
tems, and it will be one individual who will enter data. So you will
not have different stovepipes entering separate data that is not
going to give that auditor the things he needs.

The GAO was right. That documentation was not there, and
therefore it could not verify that we were making the right pay-
ments at the right time at the right place. We hope to fix that.

Unfortunately, IPPS-Army is not going to be fully deployable
until 2017. So we have a lot of work to do between now and then
to get those records in place, first of all, to come up within the
Army and figure out what are the rules about what documents are
going to be acceptable. A marriage certificate may be acceptable in
one place but somebody else might say that is difficult to get. They
come in different forms and shapes from each State. So we have
to have some way to line up those requirements across the board,
and that is what we are working on.

Senator MCcCASKILL. Mr. Khan, what would your reaction be to
overall where are we on data standardization and interface specs?

Mr. KHAN. Data standardization is very critical, especially given
the accelerated date of 2014 and the plans of the Services to use
the legacy systems longer than expected without data standardiza-
tion. It is not really going to be feasible how the information from
the legacy systems or the feeder system is going to get input into
ERPs or how they will be able to produce financial statements.
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Going back to your original question, where we are compared to
5 years ago, the SFIS initiative—that was the initiative to stand-
ardize the data within DOD. That really has gone through fits and
starts and really has not reached the degree of maturity it should
have to this point in time. So it still needs a fair amount of work
to get to where it needs to be.

Senator McCASKILL. Maybe I need to talk to Secretary Panetta
and say we need a deadline for data standardization. We will get
to some significant manual work-arounds on that.

Even before Secretary Panetta established the 2014 goal, the
Navy plan called for achieving an audit-ready SBR by the end of
the third quarter of 2013. The most recent update we received indi-
cates that that Navy schedule is slipping. For example, the Navy
had planned to begin audit for its reimbursable orders in the sec-
ond quarter of 2012, but now it has skipped to the first quarter of
fiscal year 2013. You had planned to begin audit of its requisi-
tioning orders in the second quarter of 2012, but that has slipped
to the second quarter of 2013. You had planned to begin audit of
its contracts in the second quarter of 2012. That has slipped to the
third quarter of 2013, and planned to do an audit of its FBWT in
the fourth quarter of fiscal year 2012, but the goal has now slipped
to the fourth quarter of 2013.

What is the postponement of these milestones about, and how is
it going to impact your 2014 deadline?

Ms. CoMMONS. Madam Chairman, we still believe that we will
meet the 2013 date that we established. We believe that by the end
of fiscal year 2013, that we will have an audit-ready SBR.

What we are finding in our discovery, as we go through these
processes, we are finding that we need to take more corrective ac-
tions than originally planned. We want to go through a very delib-
erate process.

We are not rushing this just to meet a deadline. We want to en-
sure that when we make changes to our business processes, that
these are long-term improvements. That is one reason that we are
focused on our business processes end-to-end, not just looking at fi-
nancial pieces, but we are going from the beginning of the process
to the very end to ensure that when we make changes to the proc-
ess, that it will result in an audit-ready statement. So much of the
delay is that in discovery, we have found that we need to make
more corrective actions.

With regard to reimbursable work orders, we realize that it is a
government-wide problem. It is not simply a problem that DOD can
solve by itself because we get reimbursable work orders from across
the Federal Government. We need to have a methodology for ac-
counting for that, and I believe we are all working to figure out ex-
actly what to do in that process so that we can do the necessary
eliminations.

So basically we understand that we are moving some of the dates
out but primarily because the corrective actions will take some
time. We also need to have time to test those corrective actions to
make sure that the things that we have put in place actually work.
So we want to have a very deliberate process to be able to have
an audit-ready SBR.
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Senator MCCASKILL. Mr. Khan, let me ask you about one of your
findings—I think it was just last month—about the difficulty the
Army is going to have meeting the 2014 date because of defi-
ciencies with payroll processes and controls.

One of the findings was that the Army did not have an effective,
repeatable process for identifying the population of Active Duty
payroll records. This is a big deal because it is $46 billion. It is a
lot of money. Could you comment on whether or not you think that
the Army has established a viable approach to addressing this par-
ticular finding in your audit?

Mr. KHAN. At the point in time we had done our field work, they
were in the process of addressing that issue, but we were not able
to validate whether or not they had come up with a repeatable
process. We had highlighted in that report many of the processes
and systems that are used by the Army are also used by the Air
Force and the Navy. So we just wanted to highlight that. That is
an issue that both the other two Services should also really keep
in mind when they are coming up to their SBR timeline.

Senator McCASKILL. Do you think you have made some improve-
ments in that area? Do you think you have something that will
pass the standard in terms of an effective, repeatable process?

Mr. WESTPHAL. We think we are on our way to get there, but
boy, we are working very hard right now to get that documentation
and get it ready for 2014. So we are working very hard on it and
we will keep you apprised of that as well.

Senator MCCASKILL. In 2010, the Marine Corps asserted that its
SBR was ready for audit but was unable to get the clean audit.
GAO reviewed the audit findings and concluded the failure was at-
tributable in part to the fact that the Marine Corps did not have
adequate process and system controls and controls for accounting
and reporting on the use of budgetary resources. The Marine Corps
developed an action plan and milestones in response to that finding
and sought a new audit for fiscal year 2011 SBR. However, GAO
found that many of the Marine Corps’ actions did not address the
specific auditor recommendations and other actions were not ade-
quate to correct the underlying problems.

Some of this is just underlying internal control problems, which
if you do not get that fixed, you cannot dress it up. You have to
start with the internal controls or you are never going to get that
clean opinion that you are all working so hard to get.

So talk to me about that. I would like both Mr. Khan and Sec-
retary Commons to address, why would you push for another audit
if you had not addressed the internal control issue? Was it a
miscommunication or a lack of understanding about what was
going to be necessary? Or did you think you had solved the problem
and were disappointed to find that you had not?

Ms. CoMMONS. The Marine Corps has, in fact, addressed many
of the issues that were identified in the findings and recommenda-
tions. Many of those were systems issues which will take time to
correct. So we felt it important to continue the audit because of the
lessons that we are learning from the Marine Corps.

We agree with you that internal controls are key. We have to ad-
dress the internal controls across DOD, not just in the Marine
Corps but across the entire DOD, and the Marine Corps has taken
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action to do that. In fact, the DOD IG recommended that we con-
tinue the audit because the Marine Corps had made significant
progress. So we believe that we are solving those issues that we
can do in the short-term. There are some long-term issues we are
going to have to continue to work on.

Mr. HALE. Can I add a thought there, Madam Chairman?

Senator MCCASKILL. Sure.

Mr. HALE. I believe that we would have been better off to jump
in the pool and get a private auditor to look at what we have done.
Often we have done this for small parts. The Marine Corps was an
exception where we did it for the entire SBR. But we just found
they know a lot more about what we need to do frankly, and we
did not know what we did not know. So I think it has been very
helpful to have that audit. We have learned a great deal, and I
have encouraged the other Services and they are doing it. When-
ever they think they are reasonably close—I realize we cannot just
do this whimsically, but when they are reasonably close, let us go
get somebody in here and pass the test or not pass the test, and
if we do not, they will usually tell you why.

Senator MCCASKILL. They better. That is part of their job. Right,
Mr. Khan?

Mr. HALE. They should, as you know from your career better
than I do.

So I think this strategy of going to audit when we think we are
reasonably close is a good one. It is not cheap, but it is not cheap
to not get there either. So I endorse it strongly, and we are going
to pursue it.

Senator MCCASKILL. Do you have Yellow Book experience, which
you all know, I assume, Yellow Book is the Bible of government au-
diting? Do you have people internally that are familiar with Yellow
Book standards and auditing processes? How much of this are we
outsourcing? Frankly, I think going through a trial run audit is a
great idea. It is a great learning process, but if we are buying one
from a full-blown private accounting firm, as complicated as your
enterprises are, I do not want to think about what your bills are.
In fact, do not tell me because then I will be off on a tangent——

Mr. HALE. So I will not tell you.

Senator MCCASKILL—about contracting for personal services that
are beyond the pale.

So why can we not get either through DCAA or—one time I tried
to count how many auditors were in DOD between IG, DCAA,
DCMA, GAO, everybody who worked at DOD, and I think I got to
30,000 when I stopped counting. Now, a lot of them are not doing
audit functions. A lot of them are doing different kinds of functions,
but they are within organizations that would be considered audit-
like.

So could we not get a team of trained government auditors with-
in DOD to be a roving squad to put people through their paces on
audit work and come up with findings and would be illustrative to
these different branches as to where they are in the process that
maybe would not be as expensive as hiring a full-blown audit from
the outside?
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Mr. HALE. First, we are trying to develop more skills. I wish we
had more. We have some. We have some good people, and I will
ask my colleagues to comment on this.

As far as using the internal audit agencies, it will violate the
independence rules. GAO will not allow that.

Senator MCCASKILL. Not GAO. What if we got a special hit
squad from DCAA and

Mr. HALE. First, DCAA is a pricing audit agency. They do not do
financial statement audits. They are auditors.

Senator MCCASKILL. Yes, but a lot of them are Yellow Book.

Mr. HALE. I have them pretty busy doing other things right now.

Senator MCCASKILL. I can go find you a bunch—I can go out to
State auditors offices

Mr. HALE. You could do that.

Senator MCcCASKILL—and find you a team of government-trained
ﬂuditors that you could get a lot less expensively than $500 an

our.

Mr. HALE. I think we would get into independence problems
there too if they really worked for me or for any of the unders.

Senator MCcCASKILL. Yes, but you are not trying to do this to get
a clean opinion. You are doing it for training.

Mr. HALE. Let me ask the Services to comment on their remedi-
ation efforts and the extent they have people.

Dr. MORIN. Ma’am, if I may.

Senator MCCASKILL. Yes.

Dr. MORIN. Ma’am, we have been trying to do this within the
limits of audit independence and have had some reasonable suc-
cess. The Air Force Audit Agency has provided a team of about 25
of their auditors that are focusing for us on just targeted areas of
internal control investigation that directly support our audit readi-
ness effort. They are not telling me, go in and do this to pass an
audit, in quite those terms, and they are not themselves auditing
in that sense, but they are doing very targeted investigations of
key controls that are driven by our audit readiness plan. Then we
will, of course, have another, a separate auditor, come in and do
an eventual examination.

Senator MCCASKILL. Of course. Obviously, I am not suggesting
that we would ever hire anyone to do audits internally. That would
not work. But having the expertise inside that can help with guide-
posts. I get that you wanted to try again because you had made
progress and you wanted to see how much progress you had made.
I think that is all good. But the basics of internal controls I think
a lot of government auditors could have helped with that would
have not needed a whole

Ms. MATIELLA. I believe that certifications are very important.
They show a skill set. For example, the certification of being a Cer-
tified Public Accountant (CPA) is an important skill set to have
when you are trying to become auditable or create financial state-
ments that are auditable. I am a CPA. My audit director is a CPA.
It is a very valuable skill to go out and hire. It does make a dif-
ference in terms of knowing what is required by the Yellow Book.

We also use our AAA to a large extent to check us, to be inde-
pendent but also to check us to make sure that we are doing the
right thing.
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Senator MCCASKILL. I think that is great.

Mr. WORK. Ma’am, we are doing something very similar. We
have about 30 members of the Naval Audit Service that go out.
They did surprise audits. The first thing they looked at was inter-
nal controls. We identified a major issue there. Then we started to
populate that around all of the different budget submitting offices.

Then the second thing that we go in and look at is, do they have
the right documentation. These are lessons learned from the Ma-
rine Corps audit.

So we will continually step up what they will look at.

But I think, going back to what Mr. Hale said, saying we will get
to a SBR by 2014, put a search light or a flashlight on all of the
different internal processes we have, and that has, quite frankly,
illuminated a lot of problems that we did not know existed. So as
Ms. Commons said, this is a very deliberate process and the more
help we get from—the Marine Corps audit was very important for
all of us because it really set the bar on what we have to do. So
I believe that we are doing much of what you are suggesting right
now.

Senator MCCASKILL. Good.

Dr. MORIN. Senator, can I add one more point on that topic, if
I may?

Senator MCCASKILL. Sure.

Dr. MORIN. One of the things that we did not probably antici-
pate, when we hired these independent public accounting firms to
do examinations and do limited scope looks at our assertions, is in
some cases they have come and told us we were going further than
we needed to in preparation for this assertion. I had independent
public accounting firms on two of the assertions I have done where
they identified areas where our plans, they felt, went beyond the
standards that were required. Now, other areas they said, even
though they gave us favorable opinions, there are other areas for
improvement. But in certain cases they said, you are moving to-
wards doing a full financial system certification for a particular
system, and that is not a system of record and you probably do not
need to go to the expense of doing that. So there is return in hav-
ing these outside eyes on the problem that goes beyond just work-
ing through the process. Sometimes that external commercial audit
perspective tells us we are making the problem harder than it had
to be.

Senator MCCASKILL. I am sure all the outside audit firms that
are watching this hearing, glued to whatever place, are very grate-
ful to you right now because I summarily dismissed how expensive
they were, I think you were pointing out that there can be value
added is important.

I only have two more questions and then we will submit some
more to you for the record. I will note that Senator Manchin had
more contractor-related questions that we will submit. I will not go
into them now, but I think they are important. Obviously, I think
all of you know how engaged I am in the contracting issue. But he
wants to know about the costs of benefits to veterans versus the
overseas contractors, and I will make sure that those get in the
record for his answer on that.
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Let’s talk about DEAMS for a minute at the Air Force. In Feb-
ruary, GAO reported that the interfaces on DEAMS and the legacy
systems at the Air Force were inoperable and required reports ei-
ther that are not being produced or that are inaccurate or incom-
plete. The interface problem with the Standard Procurement Sys-
tem (SPS) became so serious that that interface was turned off and
the data was manually entered into DEAMS. In an April 2011 sur-
vey, 48 percent of the DEAMS users said their workload has in-
creased as a result of DEAMS and only 10 percent felt that their
work was more accurate. Clearly that is not a good outcome for this
system since we have spent 8 years and $330 million on it.

What is your response to these problems that have been so re-
cently pointed out? I would like Mr. Khan to also speak to that.

Dr. MORIN. Yes, ma’am. Now, it is important to note the GAO
study was just published a couple of months ago, but it was a re-
sult of field work that occurred predominantly in the last calendar
year, some of it early in that year. So there has been significant
progress since then.

Let me begin with the interface issue. You referred to the SPS
interface, and it is a portion of that interface which does not work.
We are successfully importing data from the standard procurement
interface, which is one of our main basic contracting systems, for
new contracts. Modifications of existing contracts are the part that
do not come through. So 95 percent of the new contracts come
through fine. For the modified contracts, the majority need to be
handled manually. That is among the 245 areas that were identi-
fied for improvement in the course of moving towards stabilization
of the system ahead of the operational assessment that I referred
to in testimony earlier. There are some inherent limitations in
working with an old system like SPS, and that is a system that has
been looked at for replacement for some time and has been frozen
and in place for a while, which is a problem. We believe that with
the bulk of the new contracts coming in successfully and with some
process improvements, we can get to an acceptable level of perform-
ance there.

On the workload piece, if staff were promised that DEAMS would
yield a lightening in their workload, that was not a good promise
to make. ERPs in general are not workload savers and they should
not be sold that way in comparison to the legacy systems which we
have in a lot of the DOD which are quite easy to use. They are
quite easy to use in some cases because they do not have appro-
priate internal controls. So doing the work properly sometimes
takes more effort. Directly linking obligations to specific contracts
and tying that through to a receiving report requires work.

So I do not want to overpromise here. There are areas where we
can improve workload. Again, we had laid in 245 specific discrep-
ancies we were seeking to resolve as we worked through to sta-
bilization of DEAMS. We have addressed all but about 40 of those.
The remaining 40 we anticipate being closed out by the second
week of May, so within a month. That will be when we move into
the operational assessment of that system at Scott Air Force Base.
We take the workload piece seriously, but we do not anticipate
fielding a system that is going to make everyone’s life much easier
because we are fielding a rigorous system.
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Senator MCCASKILL. I really understand the point you are mak-
ing because I think one of the reasons we got into this mess is ev-
erybody wanted to hold onto legacy systems. So every time they
were asked, it was, oh, no, this is horrible. It is just way too much
work. So there was this cultural predisposition towards holding
onto legacy systems which frankly has caused a lot of the interface
problems and a lot of the time slippage and a lot of the budget
overruns and so forth.

Would you agree with the description that Secretary Morin
made, Mr. Khan, that they are getting there?

Mr. KHAN. We would have to go back and evaluate that.

Part of the issue is also related to what I mentioned earlier about
data standardization. That was the problem, why SPS was not
communicating properly with DEAMS. That is an issue.

The other one goes to some of the features which the users of
DEAMS had in the legacy systems are not in the newer system.

So it is like Dr. Morin is saying, it is managing the expectations
that in some of the cases workload is not going to lighten up for
the users. But this is also linked up with the business process re-
engineering effort which is a part of the NDAA. If that is followed
through, the expectation is that the processes are going to be much
more streamlined than they were in the legacy environment. So
ideally that is going to lighten the workload.

Senator MCCASKILL. Finally, the auditability of Army classified
programs. Earlier this year, the Army was asked to reprogram
funds for a variant of the GFEBS that will be able to handle its
classified programs. Without this new system, the Army said it
would not be able to achieve full auditability of its SBR by the 2014
deadline set by Secretary Panetta. The reprogramming request was
recently withdrawn largely because it did not meet Senator
McCain’s criteria for approval of a new start reprogramming re-
quest.

I would like you to state for the record what the impact of a
withdrawal of the GFEBS Sensitive Activities reprogramming re-
quest on the Army’s ability to meet the deadline is, and what steps,
if any, would you like Congress to take in the 2013 authorization
and appropriations legislation to address this issue?

Mr. WESTPHAL. Madam Chair, as I understand it, if we are able
to get the resources in fiscal year 2013, we will be able to fix this
issue. We have asked for the reprogramming, and Senator McCain,
as you pointed out, has asked us to put our report together on that
and we are producing that.

Senator McCASKILL. Okay. If you would let us know and make
sure that we get what you need in the authorization, as it relates
to that, I think it is very important that the classified programs
have that auditability, and I do not want to leave them behind. So
let us know on that.

As usual, you all are working very hard at a very difficult prob-
lem. I get very frustrated with the amount of money that has been
spent and the amount of time it has taken. But please do not lose
sight that I do understand that it is incredibly complicated what
you are trying to do. There are no businesses that have the chal-
lenges that you have in terms of enterprise-wide auditability.
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I am not going to let up on this because I think it is essential
that we get to that point. I will be watching. I feel like ordering
my buttered popcorn and Diet Coke to watch this 2014 date be-
cause I think this is going to be very interesting to see how this
turns out. I do think everybody is on point about it. I think every-
body is working very hard towards the goal. I will be paying very
close attention to how much money it costs us to get to this 2014
number. I will look forward to whatever assessment you think you
can give us, Secretary Hale, about manual work-arounds and what
the price tag on that is going to be so that I could have a conversa-
tion with both you and Secretary Panetta to make sure that we
have done the cost-benefit analysis.

I think pushing everybody has a lot of benefit. I just want to
make sure the costs associated with that benefit are not too high.
I would appreciate any feedback we can get specifically on that in
the coming weeks and months.

As usual, thank you very much for all of your service. The public
has no idea how much you know and how hard you work. I do.
Thank you very much. This hearing is adjourned.

[Questions for the record with answers supplied follow:]

QUESTIONS SUBMITTED BY SENATOR CLAIRE MCCASKILL
PROBLEMS WITH FUNDS BALANCE WITH TREASURY

1. Senator MCCASKILL. Secretary Hale, Ms. McGrath, Secretary Work, and Sec-
retary Commons, the Department of Defense (DOD) identified the reconciliation of
its Funds Balance with Treasury (FBWT) as the first and easiest step that it could
take toward auditability. In November 2010, however, the DOD Inspector General
(IG) issued a disclaimer of opinion on the Navy’s fiscal year 2010 FBWT. The Gov-
ernment Accountability Office (GAO) reviewed the audit findings and concluded that
although DOD has spent over 4 years and $29 million to acquire an information
technology tool to reconcile FBWT, this tool won’t be able to get the job done until
DOD takes additional steps to fix internal controls. For example, GAO found that
the Navy relies on data from the Defense Cash Accountability System (DCAS) to
reconcile their FBWT to Treasury’s records, however, “DOD has not tested the appli-
cation controls over DCAS since its implementation to determine if the system is
processing data as intended”. “A list of over 650 DCAS system change requests”
needs to be addressed “in order to correct DCAS data reliability and security prob-
lems or process required system updates”; and “over 200 of these system change re-
quests are deficiencies that affect audit readiness and 20 require immediate action.”
Have the problems identified by the DOD IG and GAO been addressed?

Mr. HALE and Ms. MCGRATH. In its 2011 report on Navy and Marine Corps
FBWT reconciliation, GAO noted that Defense Finance and Accounting Service
(DFAS) has been developing a Business Activity Monitoring (BAM) tool. The tool is
an essential component in successful and repeatable Department of the Navy FBWT
reconciliation. This year, DFAS has loaded the Navy appropriation data for fiscal
year 2010 through fiscal year 2012 and has completed monthly FBWT reconcili-
ations for the first 4 months of fiscal year 2012. DFAS is also retaining all sup-
porting documentation for audit purposes. Further strengthening of the BAM tool’s
internal controls is planned for third quarter of fiscal year 2012, along with the
loading of the Navy appropriations data from fiscal year 2006 to 2009. Other im-
provements are also planned. DFAS expects the BAM tool to fully support the Navy
FBWT reconciliation by the scheduled audit readiness date of March 2013.

These 650 System Change Requests (SCR) GAO noted related to DCAS are not
solely system deficiencies related to cash accountability reporting, but a combination
of audit-related weaknesses, user enhancements, and other changes to systems
functionality requested by both technical and functional experts. DOD has developed
a two-step improvement plan to address the system change requests. First, DOD is
currently migrating the systems platform that DCAS operates in, moving it to a
web-based, Common Access Card enabled environment. This migration will complete
approximately 100 of the SCRs. Second, the DCAS governance board, comprised of
executive level personnel, will review and reprioritize all remaining SCRs after the
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systems migration. This board will be held accountable for ensuring that the scarce
resources allotted to DCAS are used wisely with emphasis on ensuring auditability
of the cash accountability reporting.

Mr. Work and Ms. CoMMONS. The Navy does rely on the data from the DCAS
to reconcile the FBWT to Treasury’s records. DCAS is managed and maintained by
the Defense Logistics Agency (DLA). DLA is addressing the concerns noted by GAO,
with plans to move DCAS to a more secure web environment, and with a planned
November 2012 deployment of multiple systems change requests to enable Navy-
Marine Corps SBR audit readiness.

In their 2011 report on Navy and Marine Corps FBWT reconciliation, GAO also
noted that the DFAS has been developing a BAM tool. This information technology
tool is essential to successful and repeatable Navy FBWT reconciliation. This year,
DFAS has loaded Navy data for fiscal year 2010 through fiscal year 2012 appropria-
tions and has completed monthly FBWT reconciliations for the first 4 months of fis-
cal year 2012. DFAS expects to be current with the monthly reconciliations from Oc-
tober 2011 going forward by the end of May 2012. For audit purposes, DFAS is also
retaining all documentation supporting the monthly reconciliations. Further
strengthening of the BAM tool’s internal controls is planned for third quarter of fis-
cal year 2012. DFAS expects the BAM tool to fully support the Navy FBWT rec-
onciliation by the scheduled audit readiness date of March 2013.

2. Senator MCCASKILL. Secretary Hale, Ms. McGrath, Secretary Work, and Sec-
retary Commons, why is it that the DCAS problem does not appear to have ad-
versely affected other DOD entities that submitted their FBWT for audit?

Mr. HALE. The current 2014 directive for auditability will require all entities to
reconcile FBWT, regardless of system in use. Only a few entities to include the Navy
currently use DCAS for U.S. Treasury expenditure reporting and FBWT reconcili-
ation. DOD is working closely with the U.S. Treasury in conjunction with the Gov-
ernment Wide Accounting reporting modernization effort to ensure all of our sys-
tems that affect the FBWT reconciliation are properly aligned and auditable.

Ms. MCGRATH. The DCAS capabilities affect other entities and the solutions being
implemented will improve the processes for all impacted entities.

Mr. WORK and Ms. COMMONS. The Navy is the only DOD organization using
DCAS for cash accountability and Treasury reporting.

3. Senator MCCASKILL. Secretary Hale, Ms. McGrath, Secretary Work, and Sec-
retary Commons, is the Navy now in a position to receive a clean audit opinion on
its FBWT?

Mr. HALE and Ms. MCGRATH. Navy has established a plan to assert audit readi-
ness for FBWT by March 31, 2013. We are monitoring Navy’s progress against their
plan.

Mr. WoORK and Ms. CoMMONS. The Navy’s FBWT audit readiness assertion date
is planned for March 31, 2013. The Navy is not yet audit ready. The Navy is collabo-
rating with the DFAS to execute its detailed plan to achieve audit readiness in this
area. The Navy has financial managers on-site at DFAS Cleveland working closely
with DFAS managers to keep the detailed FBWT auditability plan on schedule.

QUESTIONS SUBMITTED BY SENATOR JOSEPH MANCHIN IIT
OVERSIGHT OF CONTRACTING

4. Senator MANCHIN. Secretary Hale, we must look closely at the business prac-
tices of contracting since contracted spending accounted for over half of the DOD
budget in fiscal year 2011. In your response to my question regarding the ratio of
contractors to uniformed personnel, and the jobs performed by contractors in over-
seas operations, you stated, “I don’t think any contractor is doing exactly the same
job as a frontline soldier.”

However, I maintain that contractors are performing many jobs that our
servicemembers have been trained to do, and at a higher cost. From what I under-
stand, contractors eat at the same dining facilities, see the same doctors, and are
resupplied by the same convoys that support our troops. There are also long-term
costs associated with contractors, especially in cases like Qarmat Ali where the tax-
payers may foot the bill because of the indemnity clause that relieves the contractor
of responsibilities even under willful misconduct conditions.

As you may know, the Corps of Engineers contracts for security in both Afghani-
stan and Iraq. According to a 2011 Special Inspector General for Iraq Reconstruc-
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tion report, in May 2004 the Army awarded a services contract to the Aegis Cor-
poration for security management services, protective services, and antiterrorism
support and analyses in Iraq. The contract was for a 1l-year base period—dJune 1,
2004 through May 31, 2005—and two 1-year options—June 1, 2005 through May
31, 2007. The two 1-year options were exercised, and the second option year was
extended for 6 months to November 30, 2007. As of April 7, 2011, obligations totaled
$447.5 million, and Aegis had received $445.5 million.

Similar jobs go well beyond security and frontline soldier missions. For example,
according to a 2009 CBS report, Kellogg, Brown, and Root (KBR) was found to
charge $100 per load of laundry. Yet, we have Quartermaster Corps soldiers trained
to operate shower and laundry equipment. Further, the Laundry Advance System,
which is a mobile laundry trailer, is capable of supporting large military units.

With that in mind, below is a sampling of jobs being performed by contractors
doing the same job as a military servicemember in Afghanistan. Please provide a
comparison in salaries of the following positions:

Contracted Position Military Position

FLUOR Security Manager (Afghanistan)—U.S. Marine MOS 0311

SABRE International Security Manager—U.S. Army 11B30

Dyncorp Detainee Expert—U.S. Army 31E20

Armor Group Security (Afghanistan)—Army 11B10/Marine 0311

Aegis Security Escort Team Leader—Army 11B20/Marine 0311

Aegis Personal Security Detail Leader—Army 11B20/Marine 0311

Aegis Kennel Master—U.S. Army MOS 31K30

Aegis EOD Dog Handler—U.S. Army MOS 31K10

Triple Canopy Security Guard (Afghanistan)—U.S. Army 11B/Marine
0311

KBR Laundry Facility Attendant—U.S. Army MOS 57E10

KBR Laundry Facility Supervisor—U.S. Army MOS 57E30

KBR Food Service Specialist—U.S. Army MOS 92G10

KBR Food Service Specialist Supervisor—U.S. Army MOS 92G

Mr. HALE. The 2012 Defense Strategic Guidance?! indicates DOD is maintaining
a ready and capable force even as it reduces the size of the military. We are focused
on sustaining the military’s warfighting capabilities. This strategy entails leveraging
non-military personnel for the support activities associated with combat, including
the types of support services listed in your question as well as reconstruction activ-
ity, which is non-military in nature. The use of contractors in these support activi-
ties has been a feature in every war or contingency operation in our history. As the
2010 Quadrennial Defense Review (QDR)2 acknowledged, contractors are part of the
total force, providing an adaptable mix of unique skill sets, local knowledge, and
flexibility that a strictly military force cannot cultivate or resource for all scenarios.
This is true even for contractor-provided security.? More broadly, contractors pro-
vide a range of supplies, services, and critical logistics support in many capability
areas, while reducing military footprint and increasing the availability and readi-
ness of resources.

We are in the process of assembling the requested data, but caution that a direct
comparison between the contracted cost for an individual and the salary of a mili-
tary position poses challenges. For example, a soldier’s annual salary does not re-
flect the life-cycle costs to recruit, train, retain, and retire the individual; and a con-
tractor’s annual salary does not capture the fact that this work-for-hire resource
comes pre-recruited and pre-trained and can be flexibly engaged and released. In
2009, the Chairman of the Joint Chiefs of Staff commissioned a task force to assess
DOD’s reliance on contracted support in contingency operations and provide rec-
ommendations to improve our ability to plan for and execute operational contract
support. As a result, the Chairman, with great support from the Secretary of De-
fense, has directed a number of efforts to institutionalize this capability. These on-
going efforts include, but are not limited to, improvement to strategic planning guid-
ance, doctrine, education, and resources. GAO is currently evaluating DOD’s efforts
in this area under job number 351692.

DOD agrees that it must continuously look closely at the business practices of
contracting, particularly in support of frontline soldiers. We have been working with
Senator McCaskill, who chairs this subcommittee, and others on improving wartime

1 Available at http://www.defense.gov/news/Defense—Strategic—Guidance.pdf

2 Available at http://www.defense.gov/qdr/

3These security providers provide self defense against criminal violence, not deliberate de-
structive action against armed forces or armed actors. In many cases, using soldiers to protect
non-military personnel or reconstruction activities could turn civilian development into a mili-
tary target.
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contracting efforts. In recent years, we supported the 2008 to 2011 Wartime Com-
mission that Senators McCaskill and Webb established, providing the Commission
with personnel, data, interviews, and insights. The Commission issued three major
reports containing many recommendations. We maintain a scorecard to manage
DOD progress against all the Commission’s recommendations. We currently are
working with GAO, which is engaged under job number 121042 in evaluating DOD’s
progress against the Commission’s recommendations. We are also working with Sen-
ator McCaskill’s Senate Homeland Security and Governmental Affairs Committee
Contracting Oversight Subcommittee staff on the language of her proposed Com-
prehensive Contingency Contracting Reform Act of 2012 (S. 2139). The provisions
are far-reaching and include coverage related to topics raised in your question: con-
tracting for security and base operations support services, which are obtained
through omnibus contracts, like the Logistics Civil Augmentation Program.

5. Senator MANCHIN. Secretary Hale, as a follow-up to your testimony regarding
the mix of contractors to military personnel, according to the public website for the
Defense Contract Audit Agency (DCAA), the agency that provides standardized con-
tract audit services for DOD, as well as accounting and financial advisory services
regarding contracts and subcontracts, there resides an inherent skillset within DOD
for oversight of contracts. There are 4,172 auditors within DOD, and a total staff
of nearly 5,000 in DCAA. Nearly all of these employees have college degrees (4,399),
advanced degrees (1,424), or are Certified Public Accountants (1,216). Beyond the
organic audit functions performed within DOD, could you further provide the num-
ber and type of contractors that DOD intends to employ to perform an audit?

Mr. HALE. While contract audits are an inherently governmental function, finan-
cial statement auditing is not. Financial statement audits are different than con-
tract audits, and require a different skillset. Our estimate of the number and type
of contractors that DOD intends to employ to perform financial statement audits is
contract sensitive. However, significant financial statement audits that have been
performed, such as the U.S. Army Corps of Engineers and the U.S. Marine Corps
audits, have involved approximately 100 auditors.

6. Senator MANCHIN. Secretary Hale, how long do you anticipate hiring these con-
tractors to perform audit functions?

Mr. HALE. Since financial statement audits are not an inherently governmental
function and they require specialized skills and experience, we believe it is most effi-
cient and effective to use contractors to perform this function indefinitely. It should
be noted that this is a common practice across government, and that independent
public accountants’ work is frequently subject to review by government auditors
such as the DOD IG and GAO.

7. Senator MANCHIN. Secretary Hale, in your testimony you stated, “our con-
tractor dollars from 2012 to 2013 go down in similar levels to our civilian workforce
and our military workforce. So, you are seeing some downturn in contractors.” Can
you provide me the details behind your statement, to include the details on the
number of contractors in 2012 and 2013?

Mr. HALE. As reflected in the fiscal year 2013 President’s budget request, overall
contract services funding decreases by $3.9 billion (3 percent) from fiscal year 2012
level of $136 billion to the fiscal year 2013 level of $132 billion. The primary reason
for this decrease in contractor support ($2.4 billion) is the reduction in staff support
contract services, one of our targeted fiscal year 2012 efficiencies. Advisory and As-
sistance and Other Services decrease by 10.2 percent from the fiscal year 2012
budget, largely attributable to reductions in support to the Army, the Defense Intel-
ligence Agency and other classified programs. These are the object classes that
would contain the majority of staff-support contractor functions; however, some of
the specific staff-support contracts may be reflected against other object classes. A
process to measure actual progress against the Secretary’s reduction goal has been
implemented. Although overall contract services funding is estimated to decrease by
3 percent in fiscal year 2013, the fiscal year 2013 contractor full-time equivalent
(FTE) levels are estimated to increase by 6 percent from 290,133 to 308,532—with
the largest increases in the less costly skill set of equipment maintenance.
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QUESTIONS SUBMITTED BY SENATOR KELLY AYOTTE
SEQUESTRATION

8. Senator AYOTTE. Secretary Westphal, Secretary Matiella, Secretary Work, Sec-
retary Commons, Secretary Morin, and Mr. Tillotson, as the Chief Management Of-
ficers (CMO) and Chief Financial Officers, each of you enjoys unique visibility across
the breadth of your respective Services’ financial and management operations.
Under current law, the defense sequestration cuts are due to be implemented in
January. Including the existing $487 billion in cuts over the next 9 years, defense
sequestration would result in an approximately $1 trillion reduction in defense
spending over the next decade. Secretary Panetta has said the defense sequestration
cuts would be catastrophic and would inflict severe damage to our national defense
for generations. He compared the defense sequestration cuts to shooting ourselves
in the head. From a budget and management perspective, what impact will defense
sequestration have on your Service?

Mr. WESTPHAL and Ms. MATIELLA. To echo Secretary Panetta, the magnitude of
these cuts would be catastrophic. Sequestration would force an immediate percent-
age reduction in our operation and maintenance accounts that could damage readi-
ness, for example through reduced training, and make our ability to cover any emer-
gent execution year requirements extremely difficult. The reductions could also af-
fect ongoing efforts to improve our infrastructure and could desynchronize our in-
vestment and modernization strategies.

While recognizing the Nation’s deficit challenges, it is imperative that any future
reductions as a result of reduced discretionary spending caps to the Army’s budget
be based on comprehensive strategic analysis. We must ensure that we preclude
hollowing the Army by maintaining balance in force structure, readiness, mod-
ernization efforts, and commitments to the All-Volunteer Force.

Mr. WORK and Ms. COMMONS. Any planning for sequestration would be a govern-
ment-wide effort guided by the Office of Management and Budget (OMB). If seques-
tration occurs, automatic percentage cuts are required to be applied without regard
to strategy, importance, or priorities, resulting in adverse impact to almost every
contract and operation within DOD. Sequestration would adversely impact all com-
ponents of the fiscal year 2013 budget request through contract cancellations, con-
tract terminations, undetermined cost increases caused by inefficient contracting,
and schedule delays.

Dr. MORIN and Mr. TILLOTSON. Per guidance from OMB, DOD is not planning for
sequestration; however, sequestration would drive major additional reductions be-
yond the first phase of the Budget Control Act (BCA) reductions to the Air Force
fiscal year 2013 budget request. We concur with Secretary Panetta’s assessment. As
Air Force leadership has testified, the proposed fiscal year 2013 budget is a bal-
anced and complete package with no margin of error. Under sequestration, addi-
tional programs would need to be restructured, reduced and/or terminated. Our
readiness and operations would be impacted, as well as all investment accounts, in-
cluding our high-priority modernization efforts.

YEAR-END FUNDS TRANSFERS

9. Senator AYOTTE. Secretary Hale, as I said in my opening statement, I am con-
cerned that the annual transfer of funds between defense accounts, especially at the
end of the fiscal year, decreases accountability and increases the difficulty in achiev-
ing accurate financial statements. These requests are supposed to be for higher pri-
ority items based on unforeseen military requirements. How do you ensure that
funds-transfers, including those that are below the threshold needed for congres-
sional approval, are, in fact, being spent on higher-priority items based on unfore-
seen military requirements?

Mr. HALE. I believe that the current reprogramming process provides DOD with
necessary flexibility while providing Congress with appropriate oversight. DOD pre-
pares the budget 18 to 20 months prior to actual execution, the reprogramming
process permits DOD to meet most emerging requirements in a timely manner
while staying under the Transfer Authority limits. I have personally conveyed your
concerns and those of other committees to my staff and to the senior staff in the
military departments.

10. Senator AYOTTE. Secretary Hale, do you agree that the persistent transfer of
funds among accounts without oversight, particularly at the end of the fiscal year,
makes the prospect of an accurate financial statement that much more difficult to
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obtaing If so, what are you doing to curtail these transfers and end-of-year spending
sprees?

Mr. HALE. I believe that the current reprogramming process provides DOD with
necessary flexibility while providing Congress with appropriate oversight. The re-
programming process provides critical support enabling DOD to respond to emerg-
ing needs and to make effective use of taypayers’ dollars. The process is especially
important when we are at war. I have personally conveyed your concerns and those
of other committees to my staff and to the senior staff in the military departments.
We will seek to minimize reprogrammings, but we need your help to create a proc-
ess that continues to meet warfighters’ needs.

BASE OPERATING BUDGETS

11. Senator AYOTTE. Secretary Hale, the Services historically propose annual
budgets that contain an amount for base operating support that is significantly less
than the known requirements. They know that they will have the flexibility to
transfer funds into the account to cover bills during the year. But this practice re-
sults in a budget that does not reflect reality. How can we change this process to
ensure the budget proposals reviewed by Congress are an accurate accounting of
what we expect to pay?

Mr. HALE. A number of factors have challenged the Services’ efforts in recent
years to predict and budget for Base Operations Support (BOS) costs. Utilities costs
across all commodities (i.e., electricity, fuel oil, natural gas, and coal) are rising at
a faster rate than previously experienced. Soldier and family support programs re-
lated to transition assistance, suicide prevention, and sexual harassment and as-
sault have expanded to meet the evolving needs of our warfighters and their fami-
lies. The fidelity of the Services’ BOS budget proposals will improve over time as
cost estimating models are updated to reflect recent trends in utilities costs and the
impact that the redeployment of personnel from Afghanistan will have on BOS pro-
grams and costs has been fully assessed.

12. Senator AYOTTE. Secretary Hale, if we have predictability regarding certain
budget{)expenses, why are these accounts not completely funded in DOD’s budget re-
quests?

Mr. HALE. The Services can accurately predict the costs of certain BOS programs.
These include traditional family programs such as child care and youth programs,
law enforcement and force protection, fire protection, leases, long-term utilities pri-
vatization contracts, and civilian salaries. These fixed costs represent more than 80
percent of the total BOS requirements and are fully funded each year. As mentioned
in the response to Question #11, there have been unfunded requirements in recent
years due in part to the growth in specialized soldier and family support programs
and utilities bills that are not tied to fixed rates.

MAJOR WEAPONS SYSTEMS COSTS

13. Senator AYOTTE. Secretary Hale, after the defense budget cuts of the early
1990s, we saw significant growth in the unit costs of major systems as their pro-
curement quantities were reduced and their acquisition schedules were stretched
out. We are now facing a similar scenario where—through sequestration—the BCA
will significantly cut the defense budget. Has DOD looked at how the drawdown
during the 1990s impacted the costs of major weapons systems?

Mr. HALE. If sequestration takes effect early next year, significant inefficiencies
and impediments to prudent acquisition program management and financing will be
introduced. The requirement that each program, project, and activity take a reduc-
tion will introduce serious management challenges for program managers. DOD
does not have the data on the cost impact of the previous drawdown.

14. Senator AYOTTE. Secretary Hale, is DOD doing any similar analysis today as
it plans its budgets for the out-years? If not, why not?

Mr. HALE. DOD prepares the annual budget request within the framework of the
Planning, Programming, Budgeting, and Execution system process. The Secretary of
Defense has noted that additional reductions in resources will require a revised
strategy and will prepare a budget that includes the out-years.

15. Senator AYOTTE. Secretary Hale, to what extent could cost savings from these
reductions be eaten up over the long-term by higher per-unit costs and termination
costs?
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Mr. HALE. Procuring defense articles at economic rates often yields savings, in
comparison to procurement actions where vendors are unable to take advantage of
economies of scale production. Likewise, terminating or cancelling procurement in
advance of what was contracted, typically results in additional costs to the govern-
ment, to prematurely closeout production. DOD customarily seeks to maximize its
spending by buying at economic rates. However, when the funding is constrained
and the resources are allocated over a wide portfolio of defense missions, maintain-
ing efficient rates and keeping production lines open become challenging.

Once DOD has been notified by OMB as to the annual budget level, DOD will
carefully examine investment strategies and alternatives to address the full spec-
trum of national security requirements by crafting a balanced budget plan to mini-
mize inefficiencies as a result of lower funding levels.

BUDGET EFFICIENCIES

16. Senator AYOTTE. Secretary Hale, in January 2011, DOD announced that it
had found $154 billion in efficiencies over the next 5 years and that it would be able
to invest $70 billion of that saved money into more deserving accounts. Those effi-
ciencies included scores of initiatives, including program cancellations and restruc-
turing, consolidations in various facilities and functional areas, reductions to DOD’s
workforce, and cuts to the number of flag and general officers and senior executive
personnel. Where in its overall plan of action and milestones is DOD in imple-
menting these efficiency initiatives?

Mr. HALE. DOD has established governance processes and reporting mechanisms
to manage implementation of the 300+ efficiency initiatives. The Services and the
Office of the Secretary of Defense (OSD) are on target to successfully implement
their President’s budget for 2012 efficiencies. On April 23, 2012, the Services briefed
the Senate Appropriations Committee and Senate Armed Services Committee staffs
on their fiscal year 2012 Secretary of Defense efficiency initiatives, explaining the
key focus areas in which they intended to gain efficiencies, the implementation proc-
ess, and assessment of risk.

Due to enactment of the BCA of 2011, many of the reinvestments included in the
fiscal year 2012 President’s budget request have been offset by major force structure
changes and other reductions in the fiscal year 2013 budget.

17. Senator AYOTTE. Secretary Hale, to what extent is DOD actually realizing the
intended savings?

Mr. HALE. Senior leadership within DOD routinely monitor execution of these effi-
ciencies to ensure that intended savings are realized. As of the March 19, 2012,
briefing to the Deputy Secretary of Defense, the Services and OSD are on target to
successfully implement their President’s budget for 2012 efficiencies. In addition,
the Services briefed the Senate Appropriations Committee and the Senate Armed
Services Committee staffs on April 23, 2012, assuring the staffs that they are on
track to meet their fiscal year 2012 efficiency targets.

18. Senator AYOTTE. Secretary Hale, without the ability to audit DOD’s Statement
of Budgetary Resources (SBR), how do we actually know we are saving this money?

Mr. HALE. Although the overall DOD SBR is not yet auditable, each component
annually certifies its own financial reports. These individual, component-level ac-
counting systems provide the execution information utilized in each component’s ef-
ficiency governance and reporting process. In March 2012, all the Services and OSD
reported on track execution of their efficiencies.

19. Senator AYOTTE. Mr. Khan, do you have any concerns that the quality of
DOD’s financial management data, business processes, and business systems may
not be conducive to fully achieving these intended savings?

Mr. KHAN. As we have reported, DOD does not yet have accurate and reliable fi-
nancial data needed to effectively carry out its management functions, including
identifying and managing the costs of its operations, and reliably estimating re-
source needs. We have also reported that weaknesses in DOD’s business processes
and systems contribute to the lack of reliable financial data. In estimating reported
cost savings, we would expect that DOD would have to rely to some extent on his-
torical financial management data as well as program performance information to
identify areas where potential efficiencies and related cost savings could be
achieved. To track its progress in achieving these savings, we would expect that
DOD would need to rely on information in its accounting systems as well. Therefore,
until DOD corrects the weaknesses in its accounting and other business processes
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and systems so that it is able to produce reliable financial data for its cost savings
efforts, any reported cost savings will not be reliable.

20. Senator AYOTTE. Secretary Hale, of the $100 billion in savings, the plan was
to let the Services use about $28 billion to cope with higher-than-expected operating
expenses and $70 billion for high-priority weapons systems. To what extent have
these monies been reinvested as intended?

Mr. HALE. Due to enactment of the BCA of 2011, many of the reinvestments in-
cluded in the fiscal year 2012 President’s budget request have been offset by major
force structure changes and other reductions in the fiscal year 2013 budget.

CONTRACTOR PENSION LIABILITIES

21. Senator AYOTTE. Secretary Hale, a few months ago, Senator McCaskill and
I, and subsequently Chairman Levin and Ranking Member McCain, asked GAO to
look into the issue of defense contractor unfunded pension liability. Due to a change
in Federal accounting rules that would accelerate the amount contractors can re-
cover from DOD for their employee pension costs, DOD may have to pay billions
of dollars more for weapons programs than originally planned. To what extent has
DOD budgeted for these pension liabilities?

Mr. HALE. DOD did not budget for the increased pension costs resulting from the
rule revision in the fiscal year 2013 President’s budget submission.

22. Senator AYOTTE. Secretary Hale, what will DOD’s approach be going forward
to properly budget for these liabilities?

Mr. HALE. The Director, Defense Pricing has issued guidance stating that all con-
tracts entered into after February 27, 2012, should properly reflect contractor pen-
sion costs calculated under the newly revised Cost Accounting Standards. We will
continue to work with the Office of Defense Pricing to ensure that these costs are
properly captured in future budget submissions.

53. ?Senator AYOTTE. Secretary Hale, how concerned are you about this issue
today?

Mr. HALE. We are concerned that the recent change to the Cost Accounting Stand-
ards will result in higher pension costs to DOD in the near-term. It is unfortunate
that these higher costs are coming at a time when DOD is working hard to identify
ways to efficiently reduce spending. However, we recognize that this will not likely
be a permanent cost increase to DOD. As contractors’ pensions become fully funded,
DOD’s reimbursement costs should revert to historically normal levels.

24. Senator AYOTTE. Secretary Hale, according to the 10-K Securities and Ex-
change Commission reports that the four top defense contractors recently filed, the
difference between their pension plan assets and future pension liabilities range
from $2.9 billion to $13.5 billion each. At this point, what is your sense of roughly
how much these liabilities could cost DOD?

Mr. HALE. These costs will be spread over all entities that do business with these
companies. The amount that those liabilities could cost DOD depends on the amount
of work DOD does with those contractors relative to other agencies and customers.
Even under the old Federal accounting rules, DOD would have had to pay its share
of those liabilities. The real cost to DOD from the new rules is the timing of cost—
those liabilities will be recuperated much faster under the new rules, resulting in
a cost increase in the near-term. DOD is currently working closely with our contrac-
tors to estimate DOD’s cost for our next budget submission.

AIR FORCE AUDITABILITY

25. Senator AYOTTE. Secretary Morin, Mr. Tillotson, and Mr. Khan, I understand
that, among all the Services, the Air Force may have the most difficulty meeting
Secretary Panetta’s accelerated goal of 2014, as opposed to 2017, to achieve
auditability of its SBR. What are the most significant challenges facing the Air
Force in this regard and how is the Air Force addressing them?

Dr. MORIN and Mr. TiLLOTSON. The most significant challenge facing the Air
Force is the lack of a single integrated financial management system. Financial data
flows through multiple systems before it is posted to our general ledger. This creates
opportunities for data to be lost or otherwise degraded. To address this problem, the
Air Force began implementing an Oracle-based COTS package widely used in the
Federal Government. The resulting system, Defense Enterprise Accounting and
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Management System (DEAMS), is a joint effort with U.S. Transportation Command
(TRANSCOM), DFAS, and the U.S. Air Force. DEAMS will not be fully deployed
prior to the 2014 date. To address this shortfall, the Air Force and DFAS are evalu-
ating additional process controls and cost-effective enhancements to legacy systems
to achieve the accelerated goal. The ability to meet the 2014 goal will also require
increased manpower to support additional anticipated testing of data and controls.

Mr. KHAN. As part of the May 2012 Financial Improvement and Audit Readiness
(FIAR) Plan Status Report, the Air Force reports accelerating audit readiness mile-
stones for each of its SBR assessable units and its planned strategy for meeting
those milestones. However, the Air Force may face challenges similar to those for
the Marine Corps’ initial SBR audit experience that it must overcome if it is to meet
the 2014 audit readiness date for its SBR. These challenges include the ability to
produce supporting documentation for individual transactions; reconciling data be-
tween different systems such as military pay and personnel systems; ensuring that
it can identify complete populations of transactions for activities such as civilian
pay; and ensuring that its personnel are adequately trained to carry out key inter-
nal controls and other activities necessary for an audit. According to the Air Force,
it will require additional contractor and auditing expertise to meet these accelerated
milestones.

Another challenge involves the lack of effective automated information systems
such as Enterprise Resource Planning (ERP) systems. In the May 2012 FIAR Plan
Status Report, the Air Force reported that it will need to rely on manual controls
and legacy system enhancements to meet the SBR audit readiness goal. Reliance
on manual controls and legacy systems to produce financial management informa-
tion for reporting results will necessitate more time-consuming, extensive testing,
the collection of more supporting documentation, and the reconciliation of data
maintained in the numerous legacy systems, not only in Air Force systems, but also
in those under the control of the DFAS.

26. Senator AYOTTE. Secretary Morin, Mr. Tillotson, and Mr. Khan, how confident
are you that the Air Force will make the 2014 goal in a way that is repeatable and
that will, in fact, ensure that the Air Force has the reliable data and efficient busi-
ness processes it needs to support major financial management decisionmaking?

Dr. MoORIN and Mr. TILLOTSON. We are confident that the Air Force is making the
necessary changes to improve business processes and enhance data reliability to
support major financial management decisionmaking. We have implemented addi-
tional reconciliations and controls in our funds distribution and reimbursable au-
thority business processes, clarified guidance related to asset accountability, and are
deploying an automated time and attendance system for our civilian employees. We
have a disciplined review process and anticipate identifying and implementing addi-
tional corrective actions required to meet the 2014 date. We continue to assess that
there is moderate risk involved in meeting the deadline, primarily due to systems
deficiencies that we are working to remedy.

Mr. KHAN. It is unclear at this time whether the Air Force can meet the 2014
audit readiness goal of enabling an effective and efficient audit and timely audit
opinion. The recent experiences of the Marine Corps in its efforts to have its SBR
audited demonstrate the kinds of difficulties that the Air Force might also encoun-
ter, such as the inability to provide supporting documentation for its transactions
and beginning balances. Given the significant change in the deadline for the Air
Force and the relatively short time to develop and implement new plans to meet
the new goal of 2014 along with its existing systems’ limitations, it is likely that
the Air Force will rely on labor-intensive, error-prone manual workarounds and
other extraordinary efforts if it is to achieve the 2014 goal. Such extraordinary, stop-
gap measures are unlikely to address the root causes of the Air Force’s financial
data deficiencies, thereby increasing the risk of not being able to repeat any success
achieved in 2014.

AUDITABILITY OF ARMY PAY RECORDS

27. Senator AYOTTE. Secretary Westphal and Secretary Matiella, a few weeks ago,
GAO issued a report that indicated that the Army faces significant challenges in
achieving audit readiness for its military pay area of business. Basically, GAO found
that, with its existing procedures and systems, the Army could not effectively iden-
tify populations of military pay records and compare military pay accounts to per-
sonnel records. According to GAO, the Army also did not have an efficient or effec-
tive process or system for providing supporting documents for Army military pay-
roll. Identifying populations of transactions and reliably generating supporting docu-
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mentation are essential to achieving audit readiness. But, as GAO concluded, with-
out effective processes related to military pay, the Army will have difficulty meeting
DOD’s 2014 audit readiness goal for the SBR. What military pay audit readiness
efforts is the Army pursuing that, if successfully implemented, could help increase
the likelihood of meeting DOD’s 2014 SBR audit readiness goal and the 2017 man-
date for audit-readiness on a complete set of DOD financial statements?

Mr. WESTPHAL and Ms. MATIELLA. The Army is working with the DFAS to de-
velop and document an effective and repeatable process for identifying the popu-
lation of Active Duty military payroll accounts each fiscal year. In fact, the Army
and DFAS implemented a new process in October 2011 that includes a monthly rec-
onciliation of all detailed military personnel pay statements to the summary finan-
cial reporting records. This process improvement represents a significant accom-
plishment that advances the Army’s military personnel pay audit readiness.

In addition, we are documenting the military personnel and payroll business proc-
esses, identifying the key pay-related substantiating documents and procedures for
maintaining these documents. As part of this effort, the Army and DFAS have cre-
ated a matrix that outlines the relevant substantiating documents and points of re-
tention of those documents for each payroll entitlement. We are also documenting
business processes and internal control activities associated with each detailed mili-
tary payroll transaction. The business process maps and document retention cri-
teria, which were not available during the GAO audit, will inform the financial
statement auditors of how payroll entitlements are processed and how to obtain sup-
porting documentation.

Finally, we are reviewing all policies governing the storage and retention of key
personnel and payroll-related documents. Specifically, we are revising Army Regula-
tion 600—-8-104, Military Personnel Information Management/Record, to require key
personnel and pay-related documents supporting military payroll transactions be
centrally located and retained in the servicemember’s Official Military Personnel
File. These revisions will require human resource managers to periodically review
and confirm that Official Military Personnel File records in master personnel record
systems are consistent and complete to support financial statement audit require-
ments. The review will ensure policies, processes, and supporting business systems
enable timely access to substantiating documentation in a cost-effective manner.

These accomplishments and ongoing efforts will enable auditable Army military
pay business processes in support of the 2014 SBR audit readiness deadline and the
2017 financial statement deadlines.

28. Senator AYOTTE. Secretary Westphal and Secretary Matiella, to what extent
are these efforts documented sufficiently to help ensure that they will be imple-
mented in a timely and effective manner?

Mr. WESTPHAL and Ms. MATIELLA. These efforts are extensively documented. The
Army follows the OSD—C FIAR Guidance, which requires a detailed financial im-
provement plan. OSD-C reviews the Army’s financial improvement plan each month
for compliance with the FIAR Guidance.

NAVY’S AND MARINE CORPS’ FUND BALANCE WITH TREASURY

29. Senator AYOTTE. Secretary Work and Secretary Commons, in the Federal Gov-
ernment, an agency’s FBWT account is like a corporate bank account. But instead
of a cash balance, the FBWT represents unexpended spending authority in appro-
priations. So, the FBWT account basically reflects how much budget spending au-
thority is available to DOD and is, for this reason, important to funds control. Be-
cause in this regard the FBWT supports the SBR, it must be ready for audit by the
end of 2014 for the SBR to be auditable in compliance with the Secretary of De-
fense’s October 2011 direction. I understand DOD’s components have to reconcile
their FBWT records periodically, to provide an adequate audit trail and resolve any
differences. Reconciliation is vital for maintaining the accuracy and reliability of the
component’s FBWT records. But, late last year, GAO found numerous deficiencies
in the FBWT processes at the Navy and the Marine Corps that impair their ability
to perform these FBWT reconciliations. In what ways are the Navy’s and Marine
Corps’ existing FBWT policies and procedures inadequate?

Mr. WoRK and Ms. COMMONS. The December 2011 GAO report on Navy-Marine
Corps FBWT reconciliation processes reported deficiencies with which the Navy con-
curred. Since GAO conducted its assessment, Marine Corps successfully dem-
onstrated its FBWT reconciliation process to the public accounting firm auditing the
Marine Corp’s SBR. There were no findings or recommendations made. Reconcili-
ations are performed on a monthly basis; in addition, Marine Corps and DFAS-
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Cleveland have documented the process with written procedures to address and im-
prove weaknesses in demonstrating comprehensive and repeatable FBWT reconcili-
ations.

For the Navy, progress has also been made to address similar weaknesses noted
in the GAO report. DFAS has further developed its BAM tool, which is essential
to successful and repeatable Navy FBWT reconciliation. This year, DFAS has loaded
the Navy data for fiscal year 2010 through fiscal year 2012 appropriations and has
completed monthly FBWT reconciliations for the first 4 months of fiscal year 2012.
DFAS expects to be current with monthly reconciliations at the end of May 2012.
DFAS is also retaining all documentation supporting the monthly reconciliations.
Further strengthening of the BAM tool’s internal controls is planned by third quar-
ter of fiscal year 2012, and DFAS expects the tool to fully support FBWT reconcili-
ation by the scheduled audit readiness date of March 2013. These milestones are
identified in joint DFAS-Navy detailed plans of actions and milestones.

The major challenge remaining in the Navy’s FBWT reconciliation process is the
timely resolution of reconciling items—disbursements or collections which do not
precisely match obligations in the Navy’s accounting systems. Root causes of recon-
ciling items are being identified and corrected.

30. Senator AYOTTE. Secretary Work and Secretary Commons, to what extent do
these deficiencies present a risk that your Services’ SBRs will not be audit-ready
by the 2014 deadline?

Mr. WORK and Ms. COMMONS. An effective and repeatable FBWT reconciliation
process is an essential capability for SBR audit readiness. The Navy currently
projects that this process will be auditable by the second quarter of fiscal year 2013.
Complete SBR auditability is scheduled for fourth quarter of fiscal year 2013.

31. Senator AYOTTE. Secretary Work and Secretary Commons, how adequately do
the Navy’s and the Marine Corps’ current plan of action and milestones address
these weaknesses in their ability to achieve audit-readiness?

Mr. WoRkK and Ms. COMMONS. The Navy has developed a comprehensive, inte-
grated Plan of Action and Milestones (POAM) governing audit readiness efforts for
the Navy’s SBR. Each POAM action item is assigned to a Navy manager or to a
manager from the Navy’s collaborative partners and service providers. Each organi-
zation assigned actions participated in the development of the POAM, which is up-
dated on a recurring basis by the Navy and its partners. The Navy tracks audit
readiness progress, as indicated by the Navy SBR POAM, on a continual basis. Sen-
ior leaders responsible for audit readiness meet monthly for a progress update. Ac-
complishments are noted, and emerging risks to success are also discussed, along
with any mitigating actions which are required.

Accountability has been distributed to those organizations and managers respon-
sible for making the changes necessary to achieve audit readiness. Flag officers have
been assigned by the Vice Chief of Naval Operations to lead the auditability efforts
in different segments comprising the Navy’s SBR. In addition, all Navy senior ex-
ecutives have an audit readiness objective in their annual performance plans. These
senior leaders are setting the “tone-from-the-top;” they are driving the need for
change in Navy business processes and systems which will enable audit readiness.

GENERAL FUND ENTERPRISE BUSINESS SYSTEM

32. Senator AYOTTE. Secretary Westphal and Secretary Matiella, please provide
an assessment of the General Fund Enterprise Business System (GFEBS).

Mr. WESTPHAL and Ms. MATIELLA. The GFEBS is already the Army’s primary fi-
nancial accounting and management system, and the cornerstone for producing un-
qualified financial statements for the Army general fund. GFEBS enables the Army
to comply with numerous statutory and regulatory requirements, which include:

e 94.7 percent compliance (or 1,054 of 1,113 requirements) from the Federal
Financial Management Improvement Act (FFMIA) with full compliance
later this fiscal year 2012. Source: U.S. Army Audit Agency.

e 98 percent compliance with DOD’s Business Enterprise Architecture.

e 92 percent compliance (212 of 232 applicable requirements) with DOD’s
Standard Financial Information Structure (SFIS) with full compliance
planned by the end of fiscal year 2012.

e 100 percent compliance with DOD’s 250 real property accountability and
inventory requirements.

Following extensive operational testing, the OSD Milestone Decision Authority
granted GFEBS a Full Deployment Decision in June 2011. GFEBS is operational
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today with over 45,000 users at 20 commands and over 200 locations worldwide.
GFEBS will add about 8,000 more users in July to complete the Army-wide imple-
mentation at 71 countries around the globe.

In the 3 years since initial operations, GFEBS grew from 1 million transactions
in fiscal year 2009 to an estimated 60 million transactions in fiscal year 2012 and
from $1.2 billion in obligations to over $100 billion executed in fiscal year 2012.

33. Senator AYOTTE. Secretary Westphal and Secretary Matiella, how is GFEBS
helping the Army achieve its financial management goals?

Mr. WESTPHAL and Ms. MATIELLA. GFEBS is critical to the Army’s financial man-
agement goals, which include producing unqualified financial statements and pro-
viding cost accounting capability for more effective use of resources.

GFEBS is providing the Army with:

¢ A financial accounting system that complies with statutory and regularity
requirements for funds control, accounting, and auditing, to include real
property and other asset data for depreciation; and provides visibility of the
transactional and budget execution data in real or near real time. GFEBS
provides the foundation for the Army to receive an unqualified audit opin-
ion on its annual general fund financial statements.

e A cost accounting system that provides full cost by allocating overhead
and other indirect costs to outcomes, outputs, and services; and connects
operational performance data to the cost data. GFEBS enables the Army to
conduct more cost-benefit and other types of cost analyses as well as transi-
tion to a cost culture.

e A management and decision support system that records financial and
various other transactions in a single system, provides visibility of the
transactional data in real time or near real time and provides trend, com-
parative, and other analytic data. GFEBS will enable more thorough, fact-
based analyses for both current-year operational performance and future
programs and budgeting decisionmaking.

Consistent with OSD and Army goals to strengthen financial management,
GFEBS enables the Army to:

o Reduce costs, by subsuming the capabilities of over 100 systems.
o Standardize processes across all Army organizations.
e Achieve compliance with numerous requirements, including FFMIA,
SFIS, and the Bureau of Economic Analysis.
e Implement a transaction-driven general ledger as well as tighter system
controls in accordance with Federal Information Systems Control Audit
Manual (FISCAM) requirements.
With GFEBS, the Army is poised to support both a SBR audit assertion in fiscal
year 2014, as directed by the Secretary of Defense; and fully auditable financial
statements, as required by Congress by 2017.

34. Senator AYOTTE. Secretary Westphal and Secretary Matiella, what is the expe-
rience from the field in using the system?

Mr. WESTPHAL and Ms. MATIELLA. The magnitude of change associated with
GFEBS is unprecedented in the Army business community. Not only is GFEBS a
major technology change, replacing 40-year-old financial systems, but with the
GFEBS deployment the Army is dramatically changing business processes, user
roles and functions, implementing a new financial language (based on SFIS), and
enforcing system and processes controls that were not mandated in our previous
systems.

The Army has embraced GFEBS and understands the value GFEBS provides in
achieving Army and DOD objectives. Before every GFEBS go-live, each organization
asserts its readiness for deployment and at each of the 10 go-lives we have received
universal concurrence from all organizations in the Army and DFAS.

While there is a significant learning curve that must still be overcome by those
organizations that have recently gone live, those who have been using the system
are pleased with its capabilities. They experience better data visibility, faster year-
end close processes, more streamlined reimbursable processes, and much greater
cost management capabilities. Not a single GFEBS user or organization that has
been using the system for more than a few months has ever asked to go back to
their legacy systems.

35. Senator AYOTTE. Secretary Westphal and Secretary Matiella, I understand
that you received a qualified audit opinion on a portion of the program. Can you
explain what that means and its impact?
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Mr. WESTPHAL and Ms. MATIELLA. In November 2011 an independent public ac-
counting (IPA) firm issued a qualified opinion on five business processes associated
with the SBR at the first three installations to deploy GFEBS (Forts Benning, Jack-
son, and Stewart). A qualified audit opinion indicates that the information pre-
sented was fairly presented with certain exceptions. A key area cited by the auditors
was the lack of supporting documentation to support the samples.

The Army developed corrective actions to address all of these findings in the re-
port. This first exam and the subsequent exams scheduled for fiscal year 2012 and
fiscal year 2013 bring the Army incrementally closer to meeting the fiscal year 2014
SBR deadline and the fiscal year 2017 overall audit readiness deadline.

The good news is in examining approximately 2,500 supporting documents, the
auditor found consistency of standardized business processes across all three sites,
which significantly enables the Army’s audit readiness efforts.

36. Senator AYOTTE. Secretary Westphal and Secretary Matiella, is the GFEBS
progressing according to the Army’s expectations?

Mr. WESTPHAL and Ms. MATIELLA. The progress of GFEBS development and de-
ployment is meeting the Army’s expectations. In December 2011, development of the
system completed on schedule. In April 2012, 42 months after the initial pilot with
one organization and 250 end-users, GFEBS had 45,000 end-users in the Army and
DFAS across 20 commands and over 200 locations, and was executing billions of dol-
lars of transactions each month.

GFEBS is on track to fully subsume 68 legacy systems and partially subsume 39
systems. GFEBS has already enabled the Army to retire 20 systems and reduce
costs for data reconciliation and manual processes. Additionally, GFEBS has begun
disbursing funds directly through Department of the Treasury as a pilot project,
eliminating the need for a number of interfaces. GFEBS is allowing the Army to
reduce its IT footprint, while streamlining and standardizing processes Army wide.

Given the significant business process change associated with GFEBS, there have
been some challenges in ensuring data, processes, and system interfaces are work-
ing optimally. There have also been some issues in ensuring that users at both the
Army and DFAS understand their new roles and responsibilities in this much more
integrated system, which requires greater competence in accounting and cost man-
agement than was required in the past. The Army expected this would be difficult
because of the size and diversity of activities that collectively provide the Nation
with the finest land forces in the world. However, GFEBS also provides visibility
to non-compliant business practices that were heretofore masked by our legacy sys-
tems, and allows the Army to take corrective action to redesign these processes to
ensure auditability. We are pleased with our progress to date and will continue to
look holistically to ensure that people, process, and technology are working in con-
cert to overcome these challenges and achieve the return on investment intended
with this system.

37. Senator AYOTTE. Secretary Westphal and Secretary Matiella, what is the jus-
tification for spinning off a portion of the existing system to support some agencies
and potentially recompeting sustainment early?

Mr. WESTPHAL and Ms. MATIELLA. If “spin off” is referring to GFEBS-Sensitive
Activities (GFEBS-SA), GFEBS-SA is being developed to meet the Army’s validated
requirement for a classified financial management capability that integrates
seamlessly with GFEBS to provide secure, web-based financial execution and report-
ing capabilities to the Army’s Classified and Sensitive activities. GFEBS-SA will
interface with GFEBS to provide summary level financial data to facilitate total
general ledger accountability in one system. This will enable the Army to meet the
requirements of the FFMIA of 1996 and a Guide to Federal Requirements for Finan-
cial Management Systems. GFEBS sustainment contract will be competed in fiscal
year 2013 (no change to previous schedule).

LEGACY SYSTEMS VERSUS ENTERPRISE RESOURCE PLANNING SYSTEM

38. Senator AYOTTE. Secretary Westphal and Secretary Matiella, what current
challenges related to achieving Secretary Panetta’s audit goals are due to legacy sys-
tems versus the current ERP system?

Mr. WESTPHAL and Ms. MATIELLA. Legacy systems have some impact on the
Army’s ability to achieve Secretary Panetta’s audit goals. However, the Army is ac-
counting for any legacy systems that may impact the financial statements in 2014
or 2017. First, the Army’s aggressive and successful implementation of GFEBS,
which will be fully deployed in July 2012, significantly contributes to the Army’s
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ability to achieve audit readiness. In addition, Global Combat Support System-Army
(GCSS-Army) will have largely completed its first of two major deployments and be
able to provide substantive support to the SBR assertion in 2014. Assessments have
already begun to determine if further remediation to the legacy systems is nec-
essary.

The largest legacy system impact in 2014 is military pay. However, the Army has
already accounted for the Integrated Personnel and Pay System-Army (IPPS-Army)
timeline, which exceeds the 2014 SBR requirements, by working to assess and cor-
rect any deficiencies in the legacy military pay processes and systems. Upon ensur-
ing the current military pay processes and systems are auditable, Army will sustain
the current environment until the transition to IPPS-Army in 2017. Army’s audit
readiness plan includes an assessment of ERPs to ensure that Army is aware of any
system deficiencies well in advance of the targeted assertion dates.

QUESTIONS SUBMITTED BY SENATOR SAXBY CHAMBLISS
ARMY SENSITIVE ACTIVITIES PROCUREMENT

39. Senator CHAMBLISS. Secretary Westphal and Secretary Matiella, I understand
that the Army is considering competing a portion of the current GFEBS program
for the SA. What is the Army’s plan for future SA procurement, continuing the suc-
cess of the core program, and can you explain any changes in your plans for this
effort since you last testified before this committee?

Mr. WESTPHAL and Ms. MATIELLA. GFEBS-SA is being developed and imple-
mented as an individual program with cost, schedule, and performance separate
from the GFEBS base program. GFEBS-Army will leverage Program Executive Of-
fice Enterprise Information Systems’ (PEO EIS) competitively awarded existing con-
tract vehicle to procure application development and system integration services.
Anticipated release of the Request for Proposal (RFP) is the fourth quarter of fiscal
year 2012. Since I last testified before this committee, a decision was made to not
fund GFEBS-Army during the fiscal year 2012 cycle but to commence program initi-
ation in fiscal year 2013. The Army is currently working with congressional staff
on realignment of funding.

DEFENSE ENTERPRISE AND ACCOUNTING MANAGEMENT SYSTEM

40. Senator CHAMBLISS. Secretary Morin and Mr. Tillotson, has the Air Force con-
sidered speeding up the deployment of the DEAMS rather than carrying out limited
deployments at select Air Force bases?

Dr. MoORIN and Mr. TILLOTSON. Yes, the Air Force has considered speeding up the
deployment of DEAMS. The Air Force plans to upgrade our hosting facility architec-
ture to coincide with the upgrade of the DEAMS Oracle software. This parallel path
to upgrade the application and the hosting facility is the most cost effective and ex-
pedient approach for delivering capabilities to the warfighter. We are carefully
watching the deployments of the other ERPs across DOD and the Federal Govern-
ment to ensure we are learning from others’ efforts.

41. Senator CHAMBLISS. Secretary Morin and Mr. Tillotson, you testified that
DEAMS is progressing on schedule. Can you explain how you might deploy DEAMS
Air Force-wide to get it into the hands of the warfighters sooner?

Dr. MoRIN and Mr. TiLLOTSON. The purpose of the Technology Demonstration at
Scott Air Force Base was to identify problems on a limited scale prior to Air Force-
wide deployment. Training was initially conducted by DEAMS Subject Matter Ex-
perts, and the training material was developed based on Oracle Modules, instead
of DEAMS end-user roles and responsibilities.

The Air Force captured lessons learned from the initial deployment and is taking
action to resolve deficiencies in the training during the initial DEAMS Technology
Demonstration. The Air Force is restructuring the training to align with end-user
roles and responsibilities to ensure future training is a success and end-users re-
ceive sufficient training on DEAMS. Additionally, the Air Force is utilizing the Ora-
cle User Productivity Kit (UPK) and hired professional instructors to support end-
user training. The expected completion date for training restructuring is June 1,
2012. Following the updates, the DEAMS deployment team will review the material
with a focus group of Air Mobility Command end-users from Scott and McConnell
AFBs in early June.
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QUESTIONS SUBMITTED BY SENATOR JOHN CORNYN
FINANCIAL MANAGEMENT

42. Senator CORNYN. Secretary Hale and Ms. McGrath, according to House Armed
Services Committee hearings, DOD has over 48,000 civilian financial managers.
That’s 48,000 accountants, auditors, financial managers, budget analysts, clerks, ad-
ministrators, payroll officials, and others. On top of that, it is my understanding
that there are another 10,000 DOD military personnel who perform these roles. To
put this into perspective, this would be enough people to operate both the ship and
air crews for 10 aircraft carriers or the equivalent of 10 fully-equipped Army Bri-
gade Combat Teams. It’s more than 10 times the number of combat aviators in the
Air Force. How is it that you cannot make more progress when you have 10 bri-
gades worth of people coming to work every day to help fix it?

Mr. HALE. DOD relies on these dedicated financial management professionals to
provide and manage the resources DOD uses to execute the national security mis-
silon. The number of financial managers does seem extraordinarily large on first
glance.

To better understand the figures in light of DOD’s enormous size (over 3 million
employees), we have performed analysis comparing our financial management work-
force to other Federal agencies as well as large private sector companies. The size
of our workforce and the resources devoted to financial management as a percentage
of r(i{sources are in line with these organizations, using them as comparable bench-
marks.

I agree that we can make more progress on financial management, and recent ef-
forts including the involvement of Secretary Panetta have already sped up that
progress. In addition, as we implement more automated and integrated processes,
our financial management processes will become less labor-intensive, offering oppor-
tunities for reducing these numbers. Even more importantly, those personnel re-
maining will have more time to devote to analysis and process improvement.

Ms. McGRATH. DOD relies on these dedicated financial management professionals
to provide and manage the resources DOD uses to execute the national security mis-
sion.

To better understand the figures in light of DOD’s enormous size (over 3 million
employees), our Comptroller staff has conducted an analysis comparing our financial
management workforce to other Federal agencies as well as large private sector
companies. The number of financial managers does seem extraordinarily large on
first glance, but when described as a percentage of DOD’s population, the numbers
align to other Federal agencies. The size of our workforce and the resources devoted
to ﬁlr{lancial management as a percentage of resources are in line with those bench-
marks.

We agree that DOD can make more progress on financial management, and re-
cent efforts including the involvement of Secretary Panetta have already accelerated
our progress. In addition, as we implement more automated and integrated proc-
esses, our financial managers will have more time to devote to analysis and process
improvement.

43. Senator CORNYN. Secretary Hale, you have regularly testified that congres-
sional involvement has helped spur action with regard to improving financial man-
agement. Would you agree that Congress should pass legislation codifying Secretary
Panetta’s announcement that DOD would have an auditable financial statement on
its SBR by 2014?

Mr. HALE. DOD is committed to achieving Secretary Panetta’s goal of an
auditable SBR by 2014, regardless of whether the date is codified in legislation. If
Congress did pass legislation to codify the Secretary’s accelerated date, we rec-
ommend the legislation specify that “the general fund SBRs of material components
are validated as ready for audit by not later than September 30, 2014” for consist-
ency with the Secretary’s direction.

44. Senator CORNYN. Secretary Hale and Ms. McGrath, could you please provide
a date when DOD will be removed from GAO’s high risk list for fraud, waste, and
abuse for financial management and business transformation?

Mr. HALE and Ms. MCGRATH. GAO has established five criteria for removal from
the high-risk list that can form a roadmap for efforts to improve and ultimately ad-
dress high-risk issues: (1) Demonstrated top leadership commitment; (2) Capacity,
including people and other resources to resolve the risk, and establishing reporting
and accountability mechanisms; (3) Corrective action plan that implements solutions
to address root causes; (4) Monitoring, including establishing performance measures;
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and (5) Demonstrated progress in implementing corrective actions and making ap-
propriate adjustments to action plans based on data. GAO makes the determination
to remove an area from the high-risk list once they conclude that sufficient progress
has been made in addressing the issues associated with the high-risk area.

GAO noted in its February 2011 High-Risk Series Update that DOD is taking
steps to resolve the issues identified by GAO as associated with the DOD Financial
Management high-risk area. DOD is implementing department-wide financial man-
agement improvements that provide timely, reliable, accurate, and useful informa-
tion for management operations, including financial reporting and decisionmaking.
Using the established criteria, DOD believes that it is making good progress to ad-
dress the issues associated with the DOD Financial Management high-risk area. For
example, Secretary Panetta has demonstrated leadership commitment and support
to achieving audit readiness for DOD by accelerating the date to achieve audit read-
iness of the SBR to the end of calendar year 2014. While GAO cited progress by
DOD on the Financial Management high-risk area, it is unlikely that GAO will re-
move this area from the high-risk list before 2017, which is when DOD is expected
to meet the legal requirements to achieve full audit readiness for all DOD financial
statements.

DOD believes that it has also made significant progress in the DOD Approach to
Business Transformation high-risk area. GAO cited DOD’s progress in establishing
management oversight and developing a strategic plan to guide business trans-
formation efforts in its February 2011 High-Risk Series Update. The report noted
that DOD’s senior leadership has demonstrated its commitment to address the risks
by filling key positions, issuing directives broadly defining the responsibilities of the
CMO and the Deputy Chief Management Officer (DCMO), establishing governance
entities, and issuing a strategic management plan with two subsequent updates.
DOD believes these changes have led to a much better approach to business trans-
formation within DOD. More recent changes codified in the National Defense Au-
thorization Act for Fiscal Year 2012 will help DOD continue to make progress, in-
cluding using portfolio reviews to improve the business system investment manage-
ment review process and oversight of business systems. DOD has also centralized
defense business management under the Deputy’s Management Action Group, led
by the Deputy Secretary of Defense. DOD is hopeful that it has demonstrated
enough progress in addressing the issues associated with the DOD Approach to
Business Transformation that GAO will remove this area from the 2013 high-risk
list update.

GENERAL FUND ENTERPRISE BUSINESS SYSTEM

45. Senator CORNYN. Secretary Westphal and Secretary Matiella, GFEBS was de-
veloped by the Army’s financial management community for the Army’s financial
community. However, GAO found that two-thirds of invoice and receipt data must
be manually entered into GFEBS due to interface problems. The DOD IG found the
Army spent $630 million on GFEBS, but that at the time it was tested it was not
compliant with the U.S. Standard General Ledger (USSGL) and the Standard Fi-
nancial Information System (SFIS). How do you explain this failure?

Mr. WESTPHAL and Ms. MATIELLA. As stated in the Army’s response to the DOD
IG audit report, the Army disagreed with the report’s assertions. At the time of the
audit, GFEBS was not fully configured or fully deployed and was transacting less
than 2 percent of the Army’s general fund total obligation authority.

The results of the GFEBS SFIS compliance review conducted in June 2011 by the
DOD Office of the DCMO concluded that GFEBS is 92 percent compliant with DOD
SFIS business rules with full compliance planned by the end of fiscal year 2012. In
addition, DOD and the Army have established procedures to continue reviewing all
ERPs for SFIS compliance going forward.

Furthermore, as of September 30, 2011, GFEBS accounted for the missing USSGL
and 28 DOD reporting accounts the DOD IG identified as missing. The absence of
these accounts on September 30, 2010 (the time of the DOD IG audit) did not mate-
rially impact Army’s ability to provide accurate financial information in GFEBS.
None of these accounts were required to support the GFEBS user base as of Sep-
tember 30, 2010, which only encompassed approximately 1.9 percent of the Army’s
general fund total obligation authority.

46. Senator CORNYN. Secretary Westphal and Secretary Matiella, how do you plan
to reach auditability when the systems you are purchasing are themselves not
auditable?
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Mr. WESTPHAL and Ms. MATIELLA. Systems must meet numerous Federal stand-
ards, including the FFMIA, the DOD SFIS, and the GAO FISCAM, among others.
However, the systems are not meant to be auditable in the sense that financial
statements are auditable. The systems form the foundation for financial statement
auditability.

To ensure these systems comply with additional Federal financial system stand-
ards, the Army utilizes the Army Audit Agency to audit for FFMIA compliance and
the OSD DCMO for SFIS compliance.

In addition, the Army is conducting assessments to ensure GFEBS meets or ex-
ceeds Federal systems standards and can successfully meet FISCAM requirements.
In 2011 the Army began a FISCAM assessment of GCSS-A that includes the same
scope of work defined for GFEBS and will begin a FISCAM assessment of Logistics
Modernization Program (LMP) in the fourth quarter of fiscal year 2012.

GLOBAL COMBAT SUPPORT SYSTEM-ARMY

47. Senator CORNYN. Secretary Westphal and Secretary Matiella, according to
GAO, adding the requirement that the GCSS—Army be auditable added $200 million
in cost and 2 years of development time for a commercial off-the-shelf (COTS)
system that now won’t be ready until 2017. Long-established laws, such as
Clinger-Cohen and the FFFMIA, have mandated that the Army only purchase busi-
ness/finance systems that provide auditable financial information. Did the Army
break these laws in spending $891 million to date on GCSS-Army?

Mr. WESTPHAL and Ms. MATIELLA. No, the Army did not break these laws. The
GCSS-Army system uses the commercial product SAP. The SAP product does pro-
vide auditable financial information and is used to do so in thousands of companies
around the world.

The $200 million increase in cost and the 2 years of time added for deployment
was to add missing units to the scope of the program. The Army was not going to
be auditable because not all of the parts of the Army that needed it were going to
get the system—the Directorate of Logistics (DOL) organizations were not in scope.

The scope was expanded to add the DOL organizations on posts, camps, and sta-
tions around the Army. The DOL provides repair and return maintenance, back-up
supply, and in some cases, a forward capability to support limited depot level main-
tenance. The GCSS—-Army program, as originally baselined, did not include these or-
ganizations as part of the base. The scope was expanded to incorporate these units
into the GCSS—-Army system.

ARMY MILITARY PAY

48. Senator CORNYN. Secretary Westphal and Secretary Matiella, GAO recently
released a scathing report on Army military pay, raising all sorts of issues regarding
identification of payroll accounts, validating transactions, and matching records. The
report raises serious questions regarding whether the Army will be able to meet
Secretary Panetta’s 2014 deadline for auditability for the Army’s SBR. Out of all
the Army processes that should be auditable, it would seem that paying your people
would be the easiest. How do you explain the problems GAO found?

Mr. WESTPHAL and Ms. MATIELLA. Our goal for Army military pay audit readiness
is to ensure controls are in place to continue paying soldiers the right entitlements,
in the right amounts, at the right time, and to accurately report these transactions
on the financial statements. Together, the Army and DFAS are working to meet the
fiscal year 2014 SBR assertion deadline. As a part of DOD audit readiness strategy,
we are documenting the military pay processes and control environment, testing the
key internal controls, developing and implementing corrective actions to address
gaps and deficiencies, and establishing a process for recurring control testing to sus-
tain the auditable environment.

The majority of GAO’s findings are consistent with the corrective actions the
Army expected GAO would find because they are the same types of obstacles the
U.S. Marine Corps has faced and the Army faces in other business processes, name-
ly insufficient supporting documentation or inefficient processes for gathering the
supporting documentation. The Army is working closely with DFAS, OSD-C, and
GAO to address these findings and will have all GAO recommendations imple-
mented by June 30, 2013.
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ARMY ENTERPRISE RESOURCE PLANNING

49. Senator CORNYN. Secretary Westphal and Secretary Matiella, has the Army
saved money with its deployment of its ERP systems? If not yet, when will it?

Mr. WESTPHAL and Ms. MATIELLA. The Army will save money with the deploy-
ment of our four ERPs through the streamlining of business processes and retire-
ment of legacy business systems.

As of today, only one ERP is fully deployed, the LMP, however, the GFEBS will
be fully deployed later this fiscal year. The two remaining Army ERPs, the GCSS-
Army and the IPPS-Army are projected to be fully deployed in fiscal year 2016 and
fiscal year 2017 respectively.

Based on the standard Cost-Benefit Analysis that is approved for each acquisition
program, the break-even point for our investment is slightly different for each ERP
investment. For example, the break-even point for GFEBS 1is fiscal year 2019. Simi-
lar analysis has been completed for each investment and is reviewed and approved
by the DOD Acquisition Authority for each Major Automated Information System.

In addition to the calculated savings and benefits, the four Army ERPs are critical
to the Army achieving the congressionally-mandated goal of financial auditability.
The benefits of being financially transparent and good stewards of public funds are
not included in the Cost-Benefit Analysis but, nonetheless, an important aspect of
our investment decision.

DEFENSE ENTERPRISE AND ACCOUNTING MANAGEMENT SYSTEM

50. Senator CORNYN. Secretary Morin and Mr. Tillotson, GAO found that more
than half of the users of the Air Force’s main financial ERP system, DEAMS, were
not prepared to use the system after the training. Who conducted this training?

Dr. MoRrIN and Mr. TILLOTSON. The purpose of the Technology Demonstration at
Scott Air Force Base was to identify problems on a limited scale prior to Air Force-
wide deployment. Training was initially conducted by DEAMS Subject Matter Ex-
perts, and the training material was developed based on Oracle Modules, instead
of DEAMS end-user roles and responsibilities.

The Air Force captured lessons learned from the initial deployment and is taking
action to resolve deficiencies in the training during the initial DEAMS Technology
Demonstration. The Air Force is restructuring the training to align with end-user
roles and responsibilities to ensure future training is a success and end users re-
ceive sufficient training on DEAMS. Additionally, the Air Force is utilizing the Ora-
cle UPK and hired professional instructors to support end-user training. The ex-
pected completion date for training restructuring is June 1, 2012. Following the up-
dates, the DEAMS deployment team will review the material with a focus group of
Air Mobility Command end-users from Scott and McConnell AFBs in early June.

51. Senator CORNYN. Secretary Morin and Mr. Tillotson, if it was a contractor,
were they paid to conduct this training?

Dr. MORIN and Mr. TILLOTSON. Contractors that supported the training were paid
to conduct the training in accordance with the approved statement of work.

52. Senator CORNYN. Secretary Morin and Mr. Tillotson, was any evaluation done
on the effectiveness of this training?

Dr. MORIN and Mr. TILLOTSON. An evaluation was conducted on the DEAMS
Technology Demonstration training. This evaluation informed the Air Force lessons
learned, which led to the development of role-based training, hiring professional
trainers to work with Subject Matter Experts, and utilizing the Oracle UPK Module
to support DEAMS training activities.

53. Senator CORNYN. Secretary Morin and Mr. Tillotson, were contractors asked
to refund any money for training that was ineffective?

Dr. MoRIN and Mr. TiLLOTSON. No, contractors were not asked to refund money
for ineffective training. The training was conducted in accordance with the approved
statement of work. Based on the evaluation of the training, the Air Force has re-
vamped the training to meet user needs in transitioning from the legacy financial
systems to DEAMS.

54. Senator CORNYN. Secretary Morin and Mr. Tillotson, has the Air Force saved
money with the deployment of its ERPs? If not yet, when will it?

Dr. MoORIN and Mr. TILLOTSON. The Air Force has three key ERPs: DEAMS, Air
Force-IPPS, and Expeditionary Combat Support System (ECSS).
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DEAMS is expected to begin generating savings 1 year after Increment 1 reaches
Full Operational Capability (FOC). FOC is projected for fiscal year 2016; therefore,
savings are projected to begin in fiscal year 2017. Air Force-IPPS is expected to
begin generating savings in fiscal year 2018. The ECSS Critical Change Team,
headed by the Program Management Office, is still refining its assessment as a re-
sult of additional efforts necessary to finalize the Critical Change Report currently
planned to go to Congress in August 2012. At that time, the Air Force expects to
have cost savings estimated for the restructured program. The Air Force is fun-
damentally reshaping the ECSS program for more timely and efficient delivery of
logistics transformation that will also enable audit readiness.

55. Senator CORNYN. Secretary Morin and Mr. Tillotson, because of the Air Force’s
failure to modernize its financial systems and its extremely slow progress in adopt-
ing COTS technology, how much money will the Air Force have to spend on modern-
izing its legacy financial systems to meet the deadline set by the Secretary of De-
fense for a clean audit of the SBR?

Dr. MoRIN and Mr. TILLOTSON. The Air Force is documenting and testing the ex-
isting systems and processes to identify what changes are required. This process is
expected to continue for at least another year. Only at that time will the Air Force
be able to estimate a cost based on identifying the extent of the required changes
and evaluating compensating process controls.

NAVY ENTERPRISE RESOURCE PLANNING

56. Senator CORNYN. Secretary Work and Secretary Commons, the DOD IG found
that the Navy was not compliant with the USSGL and the SFIS. How is it that the
Navy’s main financial ERP system is not compliant?

Mr. WORK and Ms. COMMONS. At this point, the Navy ERP system includes all
USSGL accounts appropriate for the accounting and business requirements of the
Navy. The Navy does not plan to implement all the USSGL accounts defined by the
DOD chart of accounts as there are no accounting or business requirements for
some accounts, and to include unnecessary accounts would be too costly and admin-
istratively burdensome. For example, Navy ERP is required to use Moving Average
Cost not Latest Acquisition Cost (LAC) for inventory valuation, and therefore does
not use account 1521.0900: Inventory Purchase for Resale—LAC. The Navy is cur-
rently evaluating the 110 general ledger accounts mentioned in the DOD IG audit
and will work with the OSD (Comptroller) to determine the appropriateness of in-
cluding any of these accounts in the Navy ERP system. Our estimated date of up-
dating the system with any appropriate accounts is September 30, 2012.

The SFIS standards were developed and implemented in 2006, after the ERP sys-
tem completed its design. SFIS business rules were introduced in 2009 along with
data requirements; thus SFIS standards, rules, and data requirements continue to
change and evolve. For example, the Navy is currently working to implement
Version 8.0. We will continue to work within the Navy and with the OSD DCMO
to ensure compliance with the SFIS standards.

57. Senator CORNYN. Secretary Work and Secretary Commons, who is responsible
for the failure of Navy ERP to comply with long-established Federal laws governing
the purchase of Federal financial systems?

Mr. WORK and Ms. COMMONS. Since program establishment in 2003, the Navy
EFltP has complied with all applicable Federal and DOD acquisition statutes and
policies.

58. Senator CORNYN. Secretary Work and Secretary Commons, how can the Navy
expect to obtain auditable financial statements when the ERP system it is pur-
chasing does not comply with the law?

Mr. WorkK and Ms. COMMONS. The Navy ERP system is in compliance with rel-
evant laws and statutes. The system will enhance the Navy’s ability to produce
auditable financial statements through significantly improved process, internal con-
trols, and documentation. The Navy is currently conducting an assessment of the
Navy ERP system controls for compliance with the FISCAM standards using an
independent public accounting firm. We expect to complete this assessment by the
end of 2012.

59. Senator CORNYN. Secretary Work and Secretary Commons, has the Navy
saved money with its deployment of Navy ERP? If not yet, when will it?



133

Mr. WORK and Ms. COMMONS. Monetary benefit resulting from the deployment of
Navy ERP is captured in two primary areas:
e Legacy IT system savings of $350 million resulting from the retirement
of systems and fewer system interfaces. The Navy is scheduled to have re-
]i[:)ired 74 systems by the end of fiscal year 2012, with 10 more to be retired
y 2016.

e Supply inventory reductions resulting from improved inventory control
and a reduction of excess inventory items. Improved inventory management
is expected to result in a reduction in Navy Supply Working Capital Fund
rates amounting to $276 million from fiscal year 2012 through fiscal year
2017 and expected cost avoidance of $456 million for fiscal year 2018
through fiscal year 2023.

[Whereupon, at 4:44 p.m., the subcommittee adjourned.]
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